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PREFACE 


This book portrays, in a world-wide setting, the prob- 
lems that relate to the growth of population and the 
utilization of the world’s natural resources. In recent 
years the improvement of statistical methods, as ap- 
plied to population studies, and the careful analysis of 
population data, have put the population problem in 
a new setting. Recognition that population growth is 
not inevitable and that actual trends are toward sta- 
bility in numbers, or actual decline, has served to shift 
attention to questions of differential growth or decline 
in population as between nations, or as between ethnic, 
economic, and social groups within nations. Moreover, 
significant changes in the age composition of the popu- 
lation affect not only trends of birth and death rates 
but also social and economic conditions. The study of 
population thus leads into a broad analysis of social 
forces and economic trends. 

Recent scholarly investigation has also stressed the 
close relationship between population problems and 
international trade, inasmuch as both are fundamentally 
related to the uneven distribution of human and ma- 
terial resources among rival nations. Specialization and 
international trade constitute a rational alternative to 
the migration of population in search of improved 
economic opportunities. Looked at from this viewpoint, 
the population problem exemplifies, on a world-wide 
scale, the disproportionality in the factors of produc- 
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tion— capital, labor, and natural resources. The prob- 
lem consists, not in a shortage of land and natural re- 
sources in the world as a whole, but in the failure to 
attain maximum productivity because of the inequality 
in the distribution of the factors of production. 

Nationalism, natural barriers, and artificial obstacles 
to trade prevent a full acquisition of the benefits of 
comparative advantage and specialization. Obviously, 
the attainment of better proportioning involves not only 
economic and social but also highly important political 
considerations. The authors of this book have presented 
primarily the economic and social phases of the prob- 
lem but they have given it a realistic discussion in view 
of the fact that the world appears to be committed to 
political policies of national self-sufficiency. Especially 
do the commercial policies adopted by important na- 
tions affect vitally the prospects for fumre world peace, 
and in this book is found a discussion, with particular 
reference to the United States, of the implications of 
existing national commercial policies. 

The authors wish to acknowledge their indebtedness 
to certain scholars in the field of population and in- 
ternational trade. The theoretical structure of the vol- 
ume is based on the contributions of Professer Bertil 
Ohlin of the College of Commerce, Stockholm, and of 
E. F. Penrose of the Food Research Institute of Stan- 
ford University. To the latter the authors are further 
indebted for his illuminating criticism of the Malthus- 
ian doctrine. The chapters on population trends in the 
United States have followed, both in organization and 
content, the work of W. S. Thompson and P. K. Whelp- 
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ton of the Scripps Foundation for Research in Popula- 
tion Problems, and of F. Lorimer and F. Osborn. 

Population, Resources, and Trade is the fifth volume 
in a six-book series designed to serve, in various combi- 
nations, as a text for an introductory course in econom- 
ics. The first volume gives the student a broad perspec- 
tive of the development and operation of economic and 
social institutions. The second volume presents real- 
istic and up-to-date methods of economic analysis based 
upon important contributions made to economic theory 
in recent years. The remaining four volumes in the 
series, constituting a survey of the major problems of 
the modern economic system, place emphasis not 
merely on the description of problems but also on the 
study of underlying economic and social processes. In 
the third volume, for example, problems relating to 
the social control of industry are exa m i n ed with the 
aid of the methods of economic analysis outlined in 
Volume II. The fourth volume contains a description 
of modern financial institutions and a portrayal of the 
operation of the system of money, banking, and public 
finance in an era of expanding governmental control. 
The sixth volume deals with labor organization, labor 
relations, social security, and social reorganization. 

James G. Smith 
Editor 


Princeton, N. /. 
December 
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Introduction 


INTERDEPENDENCE OF NATIONAL 
ECONOMIES 

A STRIKING fact with respect to the world today is the 
economic interdependence of nations. To say that no 
modern nation lives in complete isolation is only to state 
the obvious. Powerful forces, which it is proposed to 
survey in this volume, place all nations in close associa- 
tion with other nations and bind them together through 
countless cultural and economic ties created by the ac- 
tivities of their citizens. Even the United States, which, 
by virtue of its immense territory, the wealth of its 
natural resources, and the size of its population, might 
maintain itself in relative isolation more easily than 
other nations with fewer natural advantages, is inex- 
tricably bound to the world economy. So significant are 
the relationships among nations, particularly in the eco- 
nomic sphere, that the study of international trade has 
been long recognized as a separate field of inquiry in 
the science of economics. 
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Since every part of the world now depends on every 
other part, it would appear that complete co-operation 
in carrying on business is both desirable and necessary. 
The manufacturing nations need a large and steady 
supply of a variety of raw materials, many of which 
can only be obtained from outside their own boundaries. 
The agricultural countries, in turn, need manufactured 
goods and markets for the products of farm and planta- 
tion. The rapid expansion of the scale of production 
and the volume of investment in modern equipment 
exert a heavy pressure on a large industry to maintain 
continuous operation. As a result, the marketing area 
must be extended beyond the political boundaries of 
the manufacturing nation. 

The hundred years before the World War wit- 
nessed greater economic and social progress than any 
other known period in the history of mankind. Never 
before had the standard of living risen so rapidly. In 
the course of this period, obstructions to the move- 
ments of population, of capital, and of commodities 
were reduced to a minimum. This period stands in 
sharp contrast to the prohibitions and restrictions of 
the mercantilist era that preceded it, and to the revival 
of obstructive policies characteristic of the international 
economic life of today. It is undeniable that the phe- 
, nomenal improvement of living standards in the pre- 
I war period was largely due to the relatively free inter- 
j course between nations. 

i The World’s Economic Dilemma. In the period fol- 
lowing the World War, the forces of nationalism have 
been moving in a direction counter to the fundamental 
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economic interests of the world economy. Since the 
rise of nationalism in the sixteenth and seventeenth 
centuries, the world has been divided into political 
subdivisions each claiming sovereignty over its own 
territory, and independence from any superior con- 
trol over its relations with other sovereign powers. 
But since the days of mercantilism, no nations have 
erected such barriers against the freedom of trade 
as prevail at the present time. The World War and 
the depression of 1930-1933, coupled with the ex- 
aggerated growth of national consciousness, havel 
created an economic dilemma in which considera- 
tions of a noneconomic character have obscured the 
fundamental realities of the international economic, 
situation. < 

A rational international organization in the economic 
sphere is impossible if the goals pursued by the different 
nations are divergent or contradictory. The organiza- 
tion of world economy among nations seeking eco- 
nomic self-sufficiency differs greatly from economic 
organization among nations seeking to raise the social 
and economic standards of their people. In their domes- 
tic policies, all nations strive for an increase in the 
national per capita income of their citizens, and also 
give consideration to the distribution of income and 
to security and stability of employment. In the inter- 
national sphere, an organization providing a higher 
standard would be preferred, were it not for the special 
considerations of a political or military character that 
give rise to the dilemma referred to in the preceding 
paragraph. 
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It has become increasingly apparent since the World 
War that policies directed toward a larger measure of 
economic self-suflSciency tend to perpetuate the in- 
equality of economic opportunity between nations, and 
to promote friction and strife. “Progress toward a more 
rational economic order cannot be dissociated from 
progress toward internationalism.” ^ 

MOVEMENT OF THE PRIMARY FACTORS 
OF PRODUCTION 

'■ The material prosperity of a country depends upon 
■ the presence in combination of a supply of three factors 
fundamental to economic life, namely labor, natural 
resources, and capital. The combination of these factors 
can be said to have reached an “optimum” position 
when they are associated together in proportions that 
result in the maximum production and real income per 
capita of the population of the country. This conception 
also includes the gains to be achieved through trade 
with other countries. A nation may not consume within 
its own borders the total production of a given com- 
modity. If it can produce such a commodity more 
cheaply than another country, and demand for the com- 
modity exists among the citizens of that other country, 
the producing country may export part of its supply of 
the commodity, in exchange for other goods that it can 
produce only at greater cost. In this manner interna- 
tional trade serves to increase real income, and the gain 
to the nations involved is mutual. 

^Penrose, E, F., Population Theories and Their Applications (1934), 
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The most superficial survey of international econoniic 
organization reveals the fact that there are wealthy 
nations and poor nations, as exemplified by the wide 
range of prevailing standards of living. This observa- 
tion suggests that there are great difierences m the 
endowment of different countries with the primary 
factors of production. Further investigation reveals 
that through the play of economic forces there has been 
a strong tendency to overcome these irregularities by 
the movement of these primary factors of production 
from regions or countries where they are most abundant, 
to those areas where they are scarce relative to other 
factors. Densely populated countries are exporters o 
labor. Prosperous industrialized countries are exporters 
of capital, which is generally reflected in exports of 
machinery and other productive equipment. 

In this volume, dealing with the movement of factors 
of production and of commodities, it will be more con- 
venient to refer to the three primary factors m terms of 
“population”, “natural resources”, and “capital”, as re- 
spectively the sources from which the supply of labor, 
of raw materials, and of capital investment are derived 
To the movement of population in response to the call 
of economic opportunity, the term “migration will be 
applied. Capital movements refer to the investment of 
capital in other countries by people in the capital-ex- ; 
porting country. The capital-importing country, in turn, 
purchases machinery and other productive equipment 
with the borrowed capital.^ 


2 The capital-exporting country is commonly also an exporter of the 

machinery aS cquipmenf^^^^^ 
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Dispufity in the Distribution of P opulation and Re- 
sources. The key to the inequality in the economic 
strength of different nations lies in the fact that the 
population of the world is unevenly distributed with 
respect to natural resources. In a sense the population 
of today represents an accretion from the past. Numbers 
have increased in rough proportion to the cultural and 
technical development of society. Prior to the Indus- 
trial Revolution soil and other resources, the knowl- 
edge of industrial technique, commerce and trade, all 
played their part in the determination of the popula- 
tion pattern of the peopled regions, even as they do 
today. 

But the development of new techniques introduced 
by the Industrial Revolution changed the relative im- 
portance of different resources. Materials little used or 
valued in the older societies became the keystone in 
the arch of the modern economic structure. The dis- 
covery of coal and iron, and the utilization of mechani- 
cal power, disturbed the existing equilibrium. Many 
densely populated countries found themselves handi- 
capped by a lack of the natural resources essential to 
industrial growth in the new order of economic life. 
On the other hand, many new and relatively empty 
lands found themselves in possession of potential raw 
materials beyond the power of their sparse and widely 
scattered populations to utilize to the fullest extent. 

No two countries of the world today have precisely 
the same endowment of natural resources, and in ‘no 
two countries of the world is there precisely the same 
quantitative ratio between population and natural re- 
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sources. Thus the United States has a widely varied and 
rich endowment of natural resources, and a relatively 
small population as compared to these resources. And 
such countries as Japan and Italy not only have a less 
varied array of natural resources, but their populations 
are relatively large compared to the resources available. 

Significance of Movements of Productive Factors. 
The lack of correspondence between the distribution 
of population and the distribution of resources can in 
part be corrected by the movement of factors of pro- 
duction between nations. Because of the unit-price dif- 
ferences that arise between the same or similar factors 
in countries where these factors are relatively abundant 
or relatively scarce with respect to the prices of other 
factors, a movement of the factors of production takes 
place between countries. This movement tends to 
diminish the inequality of advantage caused by a 
maldistribution of population with reference to natural 
resources. 

In general, it can be said that such movements repre- 
sent the migration of labor and the flow of capital to 
those regions particularly well endowed with natural 
resources. Natural resources are the least mobile of the 
three factors. By no stretch of the imagination could 
England exchange some of her coal mines for the broad 
pasture lands of Australia. But the former could export 
labor and capital to the latter, and develop the livestock 
and wool-growing industries of the younger country, to 
the mutual benefit of each. 

T he Migration of Population. The migration of popu- 
lation represents the movement of individuals motivated 
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by individual observation of the advantages or dis- 
advantages of life in a new community. Governments 
have played a relatively small role in migration, whether 
; through subsidy, colonization programs, or other means. 
/ Migration has taken place in response to the prospect 
of larger economic opportunity, and consequently has 
represented a movement from regions of lower remuner- 
ation to regions where remuneration is higher. The 
peopling of North and South America and of the ter- 
ritory of the British self-governing dominions is an 
illustration in point. Reduced to economic terms, this 
means that the unit price of labor in countries where 
labor is abundant is low relative to the other factors. 
But where labor is scarce relative to natural resources 
and capital, its productivity is high, and the corre- 
sponding real wages are higher than in the country 
1 where the labor factor is relatively more abundant. The 
direction of the movement of the labor factor is from 
; low-wage to high-wage countries. 

Under certain conditions the migration of popula- 
tion in large numbers may not be possible unless ac- 
companied by a corresponding movement of capital. 
In newly developed countries, particularly, the full 
benefits of an influx of immigrant labor cannot be 
achieved without the investment of capital for the 
purchase of industrial equipment and the construction 
of systems of communication and transportation. 

I The Flow of Capital, Capital is the most mobile of 
the factors of production. Although it is usual to speak 
of the foreign investments of England or the United 
I States, such language should not obscure the fact that 
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individual owners of capital are responsible for these; 
investments. Each capitalist seeks the best market for 
his funds, and their investment in enterprise outside 
the boundaries of the country to which its owners owe 
allegiance is determined by the fact that the rate of 
return on such funds is larger than could be expected 
from investment in domestic industries.® Differences in 
the rate of interest provide the stimulus for the export 
of capital to countries where the rate is high. 

Other considerations, however, may influence the 
judgment of the investor. He may prefer a diversity of 
investments, and so distribute his funds between do- 
mestic and foreign enterprises. Even when there are 
no marked differences in interest levels, foreign invest- 
ments may be made where there is a good chance for 
large profits. This is often a stimulus for investment 
in new countries. Frequently the spirit of pure specula- 
tion tempts willing risk takers to invest in foreign 
enterprises of which they have only the most super- 
ficial knowledge. But in general the principle holds ; 
true that the movement is from countries where the ' 
capital factor is relatively abundant, and the return I 
low, to countries where this factor is scarce and con-, 
sequently yields a relatively high return, or at least ^ 
holds out the prospect of doing so. 

As stated above, movements of capital often accom- 
pany the movement of population. On the other hand, 
capital may flow to certain countries without any cor- 
responding movement of population on a large scale. 

® Cf. Mclsaac, A. M., and Smith, J. G., Introduction to Economic Anal- 
ysis (1937), pp. 341-343- 
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This is the case where a given country, such as India, 
although backward industrially as judged by western 
standards, is occupied by a large native population. In 
such a case large investments of capital may be asso- 
ciated with a small but highly significant movement 
of skilled technical workers to organize and direct the 
new industries to be developed. 

OBSTACLES TO FACT ORAL MOVEMENTS 

Obstacles to the free movement of labor and capital 
prevent the attainment throughout the world of the 
most favorable proportions between the factors. If these 
obstacles could be removed, equalization of opportunity 
among all peoples could be accomplished through the 
redistribution of population or through movements of 
capital. 

‘ ■ Hindrances to Migration of Workers. It would seem, 
at first thought, that the rapid improvement and cheap- 
ening of the means of communication and transporta- 
tion should have removed many, if not all, of the 
obstacles to the migration of workers. But the binding 
power of home ties still remains. To prospective emi- 
grants the risk may seem disproportionate to the gain 
anticipated. Differences in language and cultural back- 
grounds, whenever they arise in connection with de- 
parture from the homeland, tend to discourage migra- 

, tion. The consideration of climatic differences exerts 
its influence and, finally, distance, at least to the poor 
man, has by no means been annihilated by the lower 
cost of transportation. Extensive migration is always 
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drawn from the ranks of the poor, and the cost of 
overcoming distance may well be beyond the reach of 
the peasant or unskilled worker. 

Of greater importance than the natural barriers 
described above are the artificial barriers against free 
movements of population that developed especially dur- 
ing the period subsequent to the World War. The 
natives of certain densely populated areas occupied by 
the Asiatic races have been almost completely prohibited 
from immigrating into English-speaking lands. Some- 
what later, the depression stimulated a policy of im- 
migration restriction and even exclusion directed against 
all immigration regardless of its national origin. Today 
the normal channels for the flow of migration are 
closed in most countries hitherto receiving immigrants. 

Hindrances to the Vlow of Capital. Obstacles of 
various kinds also prevent the free movement of capital. 
One which might be classed as a “natural” obstacle is , 
the tendency of investors to consider foreign invest- 
ments more risky than investment at home. Because 
they know more about the conditions of their own 
country than about others, they tend to export their 
capital only if stimulated by a higher yield. Such con- 
siderations therefore tend to restrict the export of capital, 
particularly that part of it controlled by the more con- 
servative investors. 

Many states lay special obstacles in the way of an 
export of capital. Examples of this are heavy stamp 
duties on foreign security issues, or temporary em- 
bargoes on foreign loans. 
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Factord Movements as Adaptations to Economic 
Conditions. The meaning of international labor and 
capital movements can be more readily appreciated if 
they are regarded as adaptations to economic condi- 
tions* These movements are due chiefly to international 
differences in wages and interest. The basic elements 
of the price system vary in different countries. The 
quantities and proportions of productive factors differ 
from country to country. The same is true of transporta- 
tion equipment. But above all, labor and capital factor 
movements imply an adaptation to international dif- 
ferences in natural resources. Such movements repre- 
sent a distribution of labor and capital, regarded as 
factors of production, so as to correspond to the supply 
of other factors in other conditions of production. For 
the sake of emphasis let it be repeated that such an 
adaptation is only partly achieved by movements of 
the factors of production. Artificial obstacles have 
reduced the flow of these factors across national bound- 
aries, and even natural obstacles would be sufficient 
to prevent a complete adjustment between population 
and resources. 

MOVEMENT OF COMMODITIES IN 
INTERNATIONAL TRADE 

Up to this point the divergence between the distri- 
bution of population and the distribution of resources 
has been considered with reference to the possibility of 
overcoming this disparity by means of a more efficient 
combination of productive factors. There is another 

^Ohlin, B. G., Interregional and International Trade (1933), p. 377 
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way, however, by which the inequality between popula- 
tion and resources can be reduced. 

Trade as a Substitute for the Movement of Factors. 
“Movements of goods may to a considerable extent be 
regarded as a substitute for movements of the factors 
of production.” ° The meaning of this statement be- 
comes obvious when the nature of commodity move- 
ments between countries is understood. Trade indirectly 
puts foreign productive factors at the disposal of nations 
importing foreign commodities. Each country special- 
izes in the production and exportation of commodities 
that contain relatively large quantities of the abundant 
and cheap productive factors in that country. On the 
other hand, imports consist chiefly of goods whose 
production requires relatively large quantities of pro- 
ductive factors that do not exist at all or only in minor 
quantities in the importing country. 

For example, in the illustration of trade between 
England and Australia, the latter’s export to Eng- 
land of meat and wool is indirectly an export of its 
abundant pasturing lands, whereas England’s export 
to Australia of manufactured goods is in the same 
indirect way an export of its coal and iron resources./- 
“Thus, the export of goods is really indirectly an export’ 
of abundant industrial agents, while the importation ' 
of goods means an indirect supply of those productive 
factors of which the supply is scanty or entirely lacking. 
The movements of commodities serve to some extent 
as a substitute for the transfer of primary productive 
factors, natural resources remaining fixed, while la- 

® Penrose, E, F., Op. c//., p. 269 
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bor and capital move only with a certain difficulty.” ‘‘ 

Trade relations of this sort are of great help to rela- 
tively dense populations living in areas provided with 
a scanty supply of natural resources. The people of such 
areas import raw materials from regions of more 
abundant supply and fabricate them into finished goods, 
part of which they export. In this manner they share in 
the land supply of the countries of more abundant 
resources. The latter, through the imports from manu- 
facturing countries, share in the natural resources, the 
skilled labor, the effective productive equipment, and 
the abundant capital supply of the manufacturing 
countries. 

Hindrances to the Movement of Commodities. As in 
'the case of factoral movements, the flow of goods in 
international trade meets with numerous obstacles. The 
earliest type of restrictive legislation practiced in the 
'■/ modern era was that of duties on imports, an expression 
of the commercial doctrine of “protectionism.” In spite 
of the application of such measures, trade in the course 
of the nineteenth and early twentieth centuries was 
reasonably free. But in recent years, and particularly 
during the period of the 1930-1933 depression, restric- 
tive measures were multiplied, until the very founda- 
tion of international economic organization was threat- 
ened. 

The period 1930-1935 witnessed the proliferation of 
^various trade restrictions never applied before, or if 
applied, confined within relatively narrow limits. Inas- 

® Joint Committee, Carnegie Endowment and International Chamber 
of Commerce, International Economic Reconstruction (1936), Report by 
Ohlin, B. G., pp. 32—33 
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much as these restrictions will be discussed in the last 
chapter of this volume, it will be sufficient to list them 
here. They include such practices as quota restriction 
and license systems applied to imports, preferential 
tariff arrangements, bilateral trade agreements to bal- 
ance imports and exports from country to country, 
barter arrangements, and the control of foreign ex- 
change. 

The imposition of these trade restrictions represents ! 
a change in the aim of commercial policy. The objec- 
tive is no longer, as before the 1930-1933 depression, 
chiefly directed toward the protection of industries in 
the country imposing import duties. It aims, in large, ,< 
measure, at the protection of currencies by regulation of 
the balance of payments, and at the attainment of na-f 5 
tional self-sufficiency in certain economic activities con-| ^ 
sidered essential for attack and defense in war. It i&^ 
hardly an exaggeration to say that international trade 
itself has become a sort of uncivilized warfare in which, 
under pressure of considerations of national self-pres- 
ervation, whether real or fancied, “the rules of war” 
have been discarded. 

Needless to say, such policies nullify the potential 
gains of multilateral trade, and the world is impover- 
ished thereby. Their effect on political relations scarcely 
needs emphasis. Discriminatory practices breed ill will 
and encourage reprisals, and may lead ultimately to the 
final arbitrament of war. Thus the barriers to trade 
and the obstacles to the movement of labor and capi- 
tal reinforce one another, and together prevent the 
distribution of factors and goods through which the 
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highest degree of economic welfare can be attained. 

The Changing Character of International Trade. 
Although the movements of factors and of goods are 
represented as substitutes one for the other, such move- 
,ments are also mutually supplementary. The migration 
' of labor and the flow of capital led to the rapid growth 
! of industry in the new countries, and therefore to inter- 
\ national trade on a larger scale. Even as the volume of 
this trade increased, its character underwent a change. 
At the opening of the modern era, trade consisted 
largely of the export of primary goods — raw materials 
and foodstuffs — from the new countries, and the im- 
port of manufactured goods from the older industrial- 
ized countries. In more recent years, however, the pro- 
portion of manufactured goods from Europe consumed 
in the newer countries has declined in comparison with 
/those produced at home. Imports of the overseas coun- 
i tries began to consist more and more of machinery 
• and highly specialized articles. 

These changes in the character of trade do not imply 
that the foundation of the world economy has changed. 
—It is as firmly established as ever, from the economic 
—standpoint, on international specialization and inter- 
■^'dependence. The combination of the movement of 
productive factors and of commodities, developing 
contemporaneously during the last hundred years, has 
I given rise to a world economic organization based on 
I a far more effective use of resources, a far more rapid 
rate of progress and a far higher standard of living, 
than would otherwise have been possible. The inter- 
; national economic problem with which the world is 


INTRODUCTION 


19 

faced today must be approached with one chief aim in 1 
view, the reorganization of international economic life j 
along lines designed to promote the expansion of trade J 

The Subject Matter of the Present Volume. The fol- 
lowing chapters will give more detailed consideration 
to the various elements of international economic life 
outlined above. Special attention will be given to the 
extraordinary growth of population in the course of the 
last century. The magnitude of the increase in numbers, 
when examined in connection with the advance of 
science and the revolution in industrial technique, is 
a dynamic factor that accounts in large measure for the 
differences between the cultural and economic life of 
the present era and that of earlier times. Furthermore, 
the disproportionate rate of growth of the populations 
of different regions in the past, when coupled with 
estimates of their rate of growth in the future, is 
significant in the interpretation of political and eco- 
nomic beliefs and policies governing the action of 
different nationalities. 

The chapters on population are followed by a brief 
survey of the amount and distribution of natural re- 
sources, which will bring into sharper focus the issues 
connected with the world distribution of resources to 
which reference has already been made. And finally, 
the closing chapters contain an analysis of the principles 
of foreign exchange and international trade. 
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POPULATION AND RESOURCES 



CHAPTER I 


Population Theories 


THE POPULATION PROBLEM 

In the modern world the only permanent fact is the 
fact of change. In no field of economic inquiry is the 
action of dynamic economic forces so manifest as in 
the growth of population and its progressive adjust- 
ment to the physical environment. The relationship^ 
between the three factors — resources, population, and\ 
the state of the industrial arts — constitutes the “popu- ! 
lation problem.” Upon the combination of these factors"' 
in the most efficient ways depend the issues of national 
wealth or national poverty. The significance of the-^ 
proportionality of these factors to social well-being is 
evidenced by the fact that they set definite limits to the 
productive capacity of a nation, and in consequence 
they determine the volume of the national income 
available for distribution among its members. From 
the standpoint of national welfare, the prevailing sys- 
tem of income distribution is a consideration of great 
importance. Upon it depends the extent to which the 
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national income derived from the combination of the 
three primary factors is shared by the various eco- 
nomic groups associated in production. 

The study of population raises certain fundamental 
questions. Is the population large enough to make the 
fullest use of the known and available resources of the 
country ? Or is it so large that under the existing eco- 
nomic organization, the people cannot all be employed 
profitably? Assuming the existence of raw materials 
and a population to be supplied with food and other 
commodities, what are the means used to convert raw 
materials into finished products? Has the country 
reached that stage in the development of the industrial 
arts where the productivity of its industrial machinery 
is the most efficient available in the existing stage of 
scientific and technical knowledge? Is the distribution 
of the aggregate product among the individuals or 
classes in the population a just and reasonable one? 

MALTHUS AND THE STUDY OF 
POPULATION 

The contribution of Thomas R. Malthus (1766-1834) 
to the formulation of the principle of population was to 
stimulate interest in the economic aspect of modern 
population problems. His Essay on the Principle of 
Population, first published in 1798, went through six 
editions, the last of which appeared in 1826. 

The figure of Malthus casts its shadow over the 
whole range of population studies down to the period 
of the World War. His principle of population fur- 
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nishes the frame of reference within which later study 
was developed. But when, in the course of time, the 
framework of the Malthusian analysis proved too nar- 
row in its scope to include all the elements essential 
to an understanding of recent developments in Western 
Europe, scholars bred in the Malthusian tradition found 
it difficult to free themselves from the prepossessions 
of their early training. 

As Malthus himself states in the preface of his Essay, 
the immediate incentive to publication was the desire, 
aroused by a discussion of the doctrines of William 
Godwin, to put on paper, in a clearer way than was 
possible in conversation, his thoughts on the general 
question of the future improvement of society. Godwin 
was a philosophical radical, a follower of Condorcet, 
one of the French school of rationalists that emerged 
from the intellectual ferment of the French Revolu- 
tion. 

Godwin professed an optimistic creed based on a be- 
lief in progress and the perfectibility of man. Accord- 
ing to this creed, the source of all evil lies not in human 
nature itself, but in human institutions, particularly 
political^ institutions. Social , inequality is the^ause of 
the evils jliat beset the p opulat ion; there is no need 
to dread the laws of nature, providing th¥t the necessary 
changes are. made in the corrupting jaws and restrictions 
creatg.d^by men. At any rate, the world is so large, and 
tbe possibilities of the improvement of cultivation so 
great, that “myriads of centuries” may pass away and 
the earth still be found sufficient to feed its inhabitants. 
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STATEMENT AND INTERPRETATION 
OF THE MALTHUSIAN DOCTRINE 


THE MALTHUSIAN PRINCIPLE OF 
POPULATION 

A recent authority^ summarizes the Malthusian 
theory developed in the second and subsequent editions 
of the Essay on the Principle of Population as follows: 

. . by virtue of the undiminishing impulse and 
power of reproduction, population, if unrestricted, 
would increase in geometrical ratio and, according to 
I the experience of the American States, would double 
I itself as often as every twenty-five years. Subsistence, in 
! countries where cultivation is already developed, could 
inot increase more than in an arithmetical ratio. Thus 
population tends constantly to increase beyond the 
limits of subsistence and is only restricted by preven- 
tiye,and positive checks, which are all resolvable into 
moral restraint, vice, and misery. Moral restraint is the 
sole means of escape from vice and misery; and any 
project to better society and alleviate want by means 
which weaken individual responsibility for the exer- 
cise of moral restraint serves only to aggravate the evils 
it seeks to cure.” An analysis of the propositions con- 
tained in this summary will serve to bring into clearer 
perspective the meaning that Malthus attached to the 
population problem, and the assumptions upon which 
his doctrine was based. 

^ Field, J. A., "Essays on Population (The Univenify of Chicago Press, 
1931), Chapter I, p. i 
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Relation of Population to Subsistence. According to 
Malthus, population has a constant tendency to increase 
beyond the means of subsistence. He says, “through 
the animal and vegetable kingdoms, nature has scattered 
the seeds of life abroad with the most profuse and liberal 
hand. She has been comparatively sparing in the room, 
and the nourishment necessary to rear them.” Under 
the most favorable circumstances, with ample room 
for expansion and plentiful supplies of food, popula- 
tion may be expected to double itself every twenty-five 
years. This conclusion was warranted by the record of 
population growth in the United States. This rate Mal- 
thus accepted as the “utmost power of population.” 

On the other hand, practical experience pointed con- 
clusively to the fact that subsistence could never in- 
crease at this rate. Even in the United States, the popu- 
lation would attain such numbers that all available 
land would be put into cultivation, and thereafter the 
capacity of the country to support additional incre- 
ments would reach a limit. But in the settled countries, 
where the best land was already cultivated and where 
the utilization of poorer lands would yield lower re- 
turns, it was impossible that the power of subsistence 
to increase could equal the power of multiplication of 
the human species. Consequently, a constant pressure^ 
of population on subsistence is the inevitable result. / 

GEOMETRIC AND ARITHMETICAL RATIOS 

The relation of population to food supply was ex- 
pressed by Malthus in the famous ratios. If population, 
unrestricted by limited food supply, can double in 
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twenty-five years, and double again in the next twenty- 
five years, it is o|)viously increasing in a geometric 
ratio and can be expressed in the series — i, 2, 4, 8, 16, 32, 
etc. But subsistence is not susceptible to such increase. 
Subsistence increases in an arithmetical progression, 
expressed by the series — - 1, 2, 3, 4, 5, 6, etc.“ 

Criticism of the Geometric Exitio. This abstract a 
priori conception of the manner in which population 
increases gave to Malthus’ conclusions on this subject 
the rigidity and universality of a law of nature, and led 
him to underestimate the host of other factors, social 
and psychological, that exert a powerful effect upon the 
, maintenance of a rate of growth of population well 
i within the biological possibilities of increase. It is a 
valid criticism of the geometric ratio to say that it 
confuses a biological possibility with a human tendency. 
/The important question is not how many children it 
I is biologically possible for a human couple to have, but 
how many they actually have, under given conditions 
\of their physical and social environment. 

^ Under modern conditions, the physical and social 
environment affecting the number of children are 
related to the standard of living and the various social 
strata of people. It is generally recognized that such a 
standard is progressive; that is to say, when such in- 
creases in wealth and prosperity as occurred in the 

^ Most pmmentators agree that the use of the ratios was unfortunate. 
Malthus evidently was interested in establishing the evidence of a tendency, 
to be observed everywhere, of population to press upon the means of sub- 
sistence. The use of the ratios gave a false precision to the expression of 
his fundamental position, and diverted subsequent discussion from the 
underlying issues to the attack and defense of the ratios. 
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course of the nineteenth century become diffused 
throughout the population, the limitation of size of the 
family takes place at a level well above that of the 
minimum of subsistence. Malthus, on the other hand, 
believed that population exerts a constant pressure at 
the minimum level of subsistence. 

In the second edition, his statement was somewhat 
less rigid. He granted that there were some instances 
where population did not keep up to the level of sub- 
sistence. For example, if the increase in the means of 
subsistence of a particular society had not been dis- 
tributed to the lower classes, it would give no stimulus 
to population growth. But this admission did not'N 
change in a fundamental way his general position that 
any increase in the ease of living would be accompanied, 
not by a higher standard of living, but by an increase in 
numbers, which would leave the condition of the masses 
where it was before the increase took place. 

Criticism of the Arithmetical Ratio. Thus, the geo- 
metric ratio was an a priori concept of the propensity 
of human beings to increase. On the other hand, the 
arithmetical ratio was an empirical statement of how 
subsistence, in fact, is supposed to increase. Malthus 
developed his conception of the arithmetical ratio on 
two assumptions: first, that the supply of land was 
limited and, second, that methods of agricultural pro- , 
duction would remain relatively static. Neither of these 
assumptions is justified by the facts. Elasticity in the 
utilization of land, and the revolutionary contributions 
of science and invention to methods of agricultural pro- 
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duction, have resulted in a volume of agricultural out- 
put that prevents “the want of food” from playing the 
melancholy role assigned to it by Malthus. Further- 
more, he neglected the significance of the potential in- 
crease in subsistence available through international 
trade.® 

Malthus believed that his special contribution to the 
principle of population was the more detailed study 
of the means by which population and subsistence were 
kept in balance. In the first edition he stated that “the 
superior power of population is repressed, and the ac- 
tual population kept equal to the means of subsistence, 
by misery and vice”; whereas in the second edition the 
checks “are all resolvable into moral restraint, vice, and 
misery.” 

The Preventive Chec\s. The preventive checks are 
those that limit the growth of population by keeping 
the number born below the biological maximum; that 
/is, which reduce the birth rate. The only preventive 
check Malthus recognized as socially desirable was the 
practice of moral restraint, by which he wishes to “be 
understood to mean a restraint from marriage from pru- 
dential motives, with a conduct strictly moral during 
the period of this restraint. . . This check excluded 
the use of all the means of limiting the size of the family 
that are included in birth control as it is understood 
today. Moral restraint meant, therefore, such a post- 
ponement of marriage as to shorten the reproductive 
period of the wedded pair, which would confine the 
birth of children to the number that could be properly 

®For further development of this point, see below, pp. 141-148. 
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supported, even though the fertility of married women 
should approach the biological maximum at their ages. 

The Positive Checks. The positive checks are thoste 
that repress an increase already begun, and include all 
factors that tend to increase the death rate. They ulti- 
mately resolve themselves into vice and misery. Those 
positive checks that appear to arise unavoidably from 
the laws of nature may be called misery. Such are the 
natural catastrophes of droughts, floods, earthquakes, 
diseases and pestilence (assuming them to be beyond 
human control), and last of all, famine. Those vicis- 
situdes that humanity brings upon itself are classified 
as vice. Sexual irregularities and other excesses of all 
kinds come under this heading. Certain other factors 
affecting the death rate are of a mixed character; such 
as wars, which originate in the action of human be- 
ings, but which bring in their wake all sorts of nat- 
ural calamities. In any event, whatever their origin, all ! 
the positive checks have misery as their consequence. . 

The ultimate check to population growth, according |l 
to the Malthusian doctrine, is a want of food. The im-^i 
mediate scarcity of food will show itself first in the in- 
crease of mortality among children and adults due 
to malnutrition, disease, and premature deaths. As 
Malthus put it, a man may be said to be confined in a 
room, even though the walls do not actually press upon 
him. Nevertheless (the quotation is taken from the first 
edition), “famine seems to be the last, the most dreadful 
resource of nature. The' power of population is so 
superior to the power in the earth to produce subsistence 
for man, that premature death must in some shape or 
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other visit the human race. The vices of mankind are 
active and able ministers of depopulation. They are the 
precursors in the great army of destruction; and often 
finish the dreadful work themselves. But should they 
fail in this war of extermination, sickly seasons, 
epidemics, pestilence, and plague, advance in terrific 
array, and sweep off their thousands and tens of thou- 
sands. Should success be still incomplete; gigantic in- 
evitable famine stalks in the rear, and with one mighty 
blow, levels the population with the food of the world.” 

Ineffectiveness of Preventive Checks. It is obvious 
that, to the precise extent that the preventive checks 
operate, the positive checks become unnecessary, and 
humanity escapes the gloomy fate thus predicted for it. 
But a careful study of the argument, and the total im- 
pression of the temper and atmosphere of his later 
work, leave the reader with the definite conviction that 
\ Malthus placed little if any reliance on the operation of 
'sthe preventive checks. Students of Malthus have strug- 
gled to reconcile this profoundly pessimistic viewpoint 
with the modification of the analysis of the checks con- 
tained in the second edition, where the preventive 
check was added. The addition of the preventive check 
did not modify to any significant degree the general 
position adopted in the first edition of the Essay, that 
the superior power of population can be kept in balance 
with subsistence by the action of the positive checks. 
The addition of the preventive check was, in short, a 
counsel of perfection, not to be realized in the state 
of the contemporary morals of his day, and in the re- 
stricted form to which he confined it. 
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SOCIAL THEORY OF MALTHUS 

Malthus sometimes failed to set forth the assump- 
tions upon which his conclusions depended. Scattered 
throughout his work is the evidence of significant as- 
sumptions as to human nature, ‘ and these assumptions 
have an important bearing upon the development of 
his doctrine. Thus, Malthus believed that the law ofi-i 
population growth sets a definite limit to the possibili-| \ 
ties of human progress. But because of certain innate 
characteristics of human nature, this law is essential to 
any progress at all. The prospect of having to support 
a family is a necessary stimulus to economic activity 
without which the exertion necessary for productive en- 
terprise would not be exercised. The responsibility of 
the husband for the maintenance of wife and offspring 
in a self-supporting family unit tends, on the other \ 
hand, to develop the prudence and forethought with- ) 
out which no limitation to early marriage and to the 
number of children can be expected. 

Malthus stood in vigorous opposition to any social 
arrangements subordinating the individual’s responsi- 
bility. The laws of property and marriage, and the 
principle of self-interest, he regarded as absolutely 
essential. Therefore communism in all its forms is sub- 
versive of human progress. His denunciation of the 
English Poor Laws, which weakened this sense of in- 
dividual responsibility, is readily understood on the 
basis of this assumption. It also explains why Malthus 

^Penrose, E. F., Population Theories and Their Application (1934)1 
PzxtlyCh..lypassm 
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could never countenance the practice of birth control. 
“I should always particularly reprobate any artificial and 
unnatural modes of checking population, both on ac- 
count of their immorality and their tendency to remove 
a necessary stimulus to industry:! If it were possible for 
each married couple to limit by a wish the number of 
their children, there is certainly reason to fear that 
the indolence of the human race would be very greatly 
increased. . . .” 

Malthus wrote with humanitarian interests in view. If 
his melancholy conclusions seem to be at variance with 
such interests, it was because of his belief, on the one 
hand, in a constant law of necessity operating to re- 
strain population, and on the other, in a conception 
of human nature leading him to the position that 
the pressure of population was a necessary stimulus 
to economic activity, and therefore essential to social 
progress. 

MALTHUSIAN PATTERN OF POPULATION 
GROWTH 

The expression of the potentiality of population 
growth in terms of a geometric ratio has given to some 
readers the idea that Malthus expected a rapid growth 
of population. On the contrary, he maintained that the 
normal state of society was that of a stationary popula- 
tion, or one increasing very slowly. Newly developed 
countries would reach such a state at a later period in 
their history, but the differential rates of growth of 
population and subsistence made it inevitable that they 

® Italics by the author. 
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should reach the same position occupied by the older 
settled countries. Differences in social and economic 
organization, resulting in a more equitable distribution 
of wealth and income, might postpone the impact of 
the pressure of subsistence upon the lower orders of 
society, but this would be only of momentary benefit. 
These classes would soon be at the subsistence level 
again. 

According to Malthus, the pattern of population 
growth is “a sort of oscillation”, a series of retrograde 
and progressive movements fluctuating about a norm. 
Factors affecting subsistence may vary over short 
periods. When subsistence diminishes, the positive 
checks operate more severely; when relative plenty pre- 
vails, the increase in the number of births, together with 
the diminution in the force of the positive checks, in- 
creases the numbers of the people to the point where 
society is no better off than before the increase took 
place. If in the course of history the favorable factors 
outweigh the unfavorable, a small but steady increase 
in numbers might be expected. 

The phenomenal growth of population in western 
Europe and the United States, during the nineteenth 
century, cannot be fitted into the Malthusian pattern. 
To the disciple who maintains that this discrepancy be- 
tween actual growth and the master’s principles of 
growth is due to the action of factors unknown to Mal- 
thus and his generation, the critic must answer that 
Malthus propounded a principle supposedly based on 
natural, universally valid laws. The failure of the prin- 
ciple to be of service in the explanation of modern popu- 
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lation problems constitutes a serious indictment of it 
for the modern student. 


OPTIMUM THEORIES OF POPULATION 
GROWTH 


NATURAL AND SOCIAL THEORIES 

Contemporary students have developed population 
theories that in general fall into two categories; the 
natural theories and the social theories. The natural 
theories are based on the hypothesis that there is some- 
thing inherent in the nature of man, or of the world 
in which he lives, that determines his growth at a rate 
and in a direction largely or wholly beyond his con- 
trol. The proponents of this type of thought have 
searched for some natural principle or law to account 
for the observed phenomena of population growth. 
These theorists are the logical descendants of Mai thus. 

The social theorists are impressed by the fact that 
the Malthusian doctrine has proved to be inadequate 
as an explanation of historical trends. They realize that 
there are many factors of which Malthus was unaware, 
or of which he underestimated the importance, that 
play an essential role in the determination of popula- 
tion growth. If the conceptual framework of natural 
law on which his work was based is discarded, it is 
evident that the hypothesis of an inevitable tendency to 
overpopulation may be abandoned. Students are then 
faced with a large number of factors at work, including 
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social and institutional factors, and the problem is to 
evaluate their significance. 

If the concept of a basic natural law is sought, there 
is little use in searching for causes. Once such a natural 
law is discovered, knowledge of the past and future of 
population growth is complete, and growth according 
to natural law is inevitable. Writers who adopt the 
standpoint of a social theory of population deny, there- 
fore, the validity or usefulness of such a natural law. 
Instead, they begin with the concept of an optimunix 
population, that is, a population best suited to attain 
some desired state. This concept of an “optimum” has ' 
meaning, of course, only if viewed in connection with 
some assumed purpose or objective.® For example, 
statesmen and soldiers have had some concept of the 
optimum in terms of military power and national 
prestige; churchmen have had their concept of an 
optimum, influenced by the Biblical injunction to “be 
fruitful and replenish the earth.” The economic con- i 
cept of a population optimum, however, is concerned 
with the size of population best fitted to secure the 
maximum economic returns from a given body of nat- 
ural resources, under a given type of social and ^co-^^ 
nomic organization. As thus expressed, the idea of theXX 
optimum represents the most productive ratio between Ij 
population and natural resources, as well as the most 1; 
efficient distribution of income from the viewpoint of/' 
economic welfare. 

® The emphasis is thus shifted from the discovery of v/hat must be, 
to the determination of what ought to be. 
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THE INCOME OPTIMUM THEORY 

The measure commonly proposed for determining 
“the maximum economic returns per head” is that of 
per capita real income — tangible commodities of all 
sorts, such as food, clothing, housing, and personal 
services, all of which are secured by the expenditure of 
money income. The measurement of real income con- 
stitutes a problem, because no single index exists in 
which physical quantities of such various kinds of goods 
are combined. It is necessary to fall back on the money 
values of such commodities in order to obtain a com- 
I mon unit for addition. The criterion of the income op- 
i timum is therefore the money value of real income. 

Defects of Per Capita Real Income as a Measure of the 
Optimum. The measure of real income is not adequate 
as a guide to the determination of the income optimum 
unless it is supplemented by other data. The measure, 
today, of real income does not reveal whether such a 
flow of goods can be continued in the future, even over 
such a short period of time as the life of an individual. 
A high rate of consumption in the present obtained 
without regard for the future is not calculated to pro- 
mote the social welfare. Some light is thrown on the 
continued productive capacity of a country if some- 
thing is known of the relationship between producers’ 
and consumers’ goods. Statistical measures of this re- 
lationship should, therefore, supplement the measures 
of real income. 

The most glaring defect of the per capita income 
optimum, as a measure of national welfare, is that it 
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fails to take account of distribution of income. Thus,\ 
a large per capita income may exist and at the same 
time great poverty prevail, due to maldistribution of in- • 
come. 

THE WELFARE OPTIMUM THEORY 

Furthermore, it is incorrect to assume, as do many I 
exponents of the income optimum, that the maximum 
per capita real income represents also the maximum 
welfare. The income optimum has generally been 
stated in such a way as to imply that a country in course 
of attaining the optimum position as to per capita real 
income is on the way to obtain maximum economic 
welfare, because it is approaching a position where the 
maximum satisfaction of desire can be obtained. The j 
sum of individual desires does not necessarily represent^ 
what is socially desirable. There is no identity between 
the real income maximum and the welfare maxi- 
mum.’^ 

The idea of the welfare optimum has the merit of 
pointing to the fact that increased per capita income 
alone is not necessarily an increase in welfare. It is\ 
important to know the nature as well as the amount of \ 
goods consumed, and it is important to know how they | 
are distributed among people. According to the concept 
of the welfare optimum, the optimum condition is 
reached in a given area if per capita real income stands 
at a maximum when it is spent in the consumption of 
the kinds and quantities of goods and services that, in 

For a discussion of the welfare optimum, <r/. Penrose, E. F., op, ctL, 
Part L 
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the light of scientific knowledge, makes a greater con- 
tribution to welfare than, in the existing state of the 
arts, can be made by any alternative form of consump- 
tion. 

APPRAISAL OF OPTIMUM THEORIES 

The development of the concept of the optimum 
represents a considerable advance in population theory. 
By rejecting the hypothesis of inherent natural processes 
as determinants of population growth, greater impetus 
was given to the study of environmental factors re- 
sponsible for the rate and direction of changes in 
numbers. In the modern era of increasing governmental 
control, the optimum theories have supplied a motive 
for such investigations. Thus, if environmental factors 
are responsible for such trends, there is the possibility 
that population movements are susceptible to govern- 
ment regulations affecting the geographical distribu- 
tion of population, or affecting the distribution of real 
income. 

Furthermore, the optimum theories compel a com- 
prehensive treatment of all relevant economic factors 
affecting population growth, many of which were ig- 
nored or underestimated in the Malthusian analysis. In 
this aspect they represent a new approach to the sub- 
ject, namely the proportionality of the factors of popu- 
lation, resources, and the state of the industrial arts, 
and the effort to determine the ideal or optimum rela- 
tionship between them. This relationship is not pre- 
ordained by the unavoidable incidence of natural law, 
but is relative to time and place. 


POPULATION THEORIES 


41 

UmiMions of the Optimum Theories. At the same 
time, it is well to recognize the limitations of the opti- 
mum theories. The great variety of factors determining 
maximum production per capita makes it difficult to 
say just what the economic optimum of population is, 
or when in any given country it has been reached. The 
concept is abstract and the problem is complicated. 

Furthermore, the problem of the distribution of in-l- 
come presents difficulties. In some cases the exponents 
of the income optimum have ignored the problem by 
assuming the existing economic order and considering 
only changes in productivity of the prevailing economic 
system. But the welfare optimum, concerned as it is 
with a criterion of the socially desirable consumption, 
cannot ignore the significance of the distribution of in- 
come. In practice, however, it is extremely difficult to 
discover what constitutes an optimum distribution. 

A further criticism of the optimum theories is that 
they make no allowance for moral and spiritual values j 
in their calculations. The standard adopted is a quanti- 
tative one, ignoring the development of the human per- 
sonality, the living of the “good life.” The assessment 
of values in human life, in terms of their consequences 
upon productive efficiency alone, is a narrow view of 
human welfare. 

Utility of Optimum Theories. It does not seem neces- 
sary to abandon the income and welfare optimum on 
the ground that the concept is necessarily vague and 
difficult of application. While it is true that the location 
of the optimum point, however defined, may be impos- 
sible, what chiefly concerns the student is the observation 
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and interpretation of the changes taking place. He is in- 
terested in these changes more than in the question of 
what is, at any given time, a perfect distribution of pro- 
ductive effort. He wants to know whether the changes 
in per capita consumption, or in the distribution of in- 
come, are leading to increased per capita welfare, or 
the contrary; whether changes in methods of produc- 
tion will raise or lower the per capita income optimum 
population. 

He is thus driven to confine his efforts to certain 
practical aspects of growth contained in the data avail- 
able, which record changes in per capita income and 
welfare over a given period, and then endeavor to dis- 
cover how far these changes have been influenced by 
population factors. The concept of an optimum is still 
useful as a conceptual device in that it is the expression 
of both the approach to and the objective of population 
studies. Its use implies, on the one hand, the analysis of 
all relevant factors bearing upon population growth as- 
sociated with numbers, resources, and the industrial 
arts; on the other, the use of such knowledge to de- 
velop economic policies based on the attainment of the 
maximum economic welfare for the existing popula- 
tion. 


CHAPTER II 


The Growfh of World 
Population 


There are a number of different aspects to the modern 
population problem. In the first place, there is the issue 
raised by the phenomenal growth in world population 
during the past hundred years. The pressure of inX 
creasing numbers has stimulated the search for new 
sources of raw materials and for markets, and has in- 
tensified the economic rivalry among nations. Further-/ 
more, the unequal rates of growth of various powerful 
nations have raised problems of the international 
balance of power. Not only are nations growing at /' 
unequal rates, but, within the boundaries of the highly 
industrialized nations, succeeding generations are pro- 
duced by differential rates of growth for urban and 
rural dwellers, and for the several social and economic 
classes within each country. 

Furthermore, all the evidence points to a slowing 
down of the past rates of growth of population. Any 
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country where production has been adjusted to a rap- 
idly growing population must look forward to serious 
modification of its economic organization of produc- 
tion and distribution when its rate of population growth 
declines. 

POPULATION AS A DYNAMIC FORCE 

The period of one hundred and seventy-five years 
following the Industrial Revolution has been called the 
“Age of Invention.” The generations born during that 
time have been filled with boundless confidence and 
pride in the endless succession of mechanical appliances 
that have extended man’s control over his destiny. He 
has not been slow in recognizing that inventive power 
has altered the face of his universe, and in fact he re- 
gards change as normal to the age in which he lives. 

' The growth and movement of population is a dynamic 
factor of no less significance than the power of in- 
yention, although not so generally recognized. These 
two powerful forces, working together and reinforcing 
each other, mold the history of nations and govern the 
life of the people. When population in earlier periods 
was stationary or increasing very slowly, and when 
work was performed along lines established by tradi- 
tion, with the same tools that had been used for genera- 
tions, the force of these dynamic changes was not ap- 
preciated. But the release of human energy in the 
course of the nineteenth and twentieth centuries so 
accelerated the rate of change that the effects could not 
be overlooked. 

As already stated, the population problem consists in 
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the relationship between population, resources, and 
economic organization and technique. It involves the 
analysis of the proportion that exists among these fac- 
tors, or that it is desirable should exist among them. 
The condition of the United States in the early nine- 
teenth century presents an illustration of a population 
too small and widely scattered to make full use of its 
available resources, whereas India today exhibits the 
characteristics of a country so populous, relative to its 
resources and productive equipment, that a large part 
of its population is doomed to a life of dire poverty. 
From this standpoint underpopulation and overpopula- 
tion are relative terms, depending not upon the ab- 
solute number of people, but upon their number in re- 
lation to the resources and technique of the period 
under discussion. 

Historically, population growth has been conceived as 
a desirable end from the standpoint of military and in- 
dustrial power; on the other hand, the rapidity of this 
growth in modern times has so impressed itself upon \ 
succeeding generations that the problem appeared to be i 
narrowed down to the question of overpopulation and/ 
the means of avoiding it. This prevailing fear, whether 
or not justified by facts, has been made the starting 
point for national policies of colonization, domination 
of politically backward countries, and imperialistic ex- 
pansion generally. 

The student must adopt an attitude of skepticism 
toward such policies, if he is to determine objectively 
whether they are justified by the facts or merely repre- 
sent a rationalization of the will to power. He will avoid 
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the error of taking statistics of growth and density of 
the populations of the several nations as isolated data. 
He will examine the state of the actual or potential 
resources, of the efficiency of the productive equipment 
of the country in question; and since no nation in the 
modern world lives a self-contained life, he will con- 
sider the distribution of world resources with respect 
to political control, and particularly the possibilities of 
international trade as a means of attaining a wider dis- 
tribution of goods. He will then be in a position to 
determine whether the changes that have taken place, 
and the present situation in such countries, are due 
primarily to population factors. 

SLOW RATE OF GROWTH PRIOR TO THE 
INDUSTRIAL REVOLUTION 

Trustworthy figures of population growth are to be 
found in all civilized countries, and in other countries 
over which white men have extended their rule. Thus, 
statistics can be obtained from countries representing 
over three fifths of the inhabitants of the globe. Using 
|the most reliable estimates available for the balance, 
■statisticians have estimated that the population of the 
world at the present time is a little over two billion. 
When one takes into consideration the thousands 
of years that the human species has been in existence, 
and the enormous potentiality of increase with which 
humanity is endowed, this figure does not seem ex- 
cessive. It is evident that only a small fraction of the 
potential power of increase has been utilized. 

It is important to inquire as to the way in which pop- 
ulation growth has been kept within the limits of the 
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available means of support. T here are two things that 
limit the power of multiplication of the human species 
from being exercised to its fullest extent. The first in- 
volves the fertility of the species. Potential reproductive 
power is not exercised to its fullest extent when some 
people do not marry, or prevention of conception is 
practiced by married people, or abortion and infanti- 
cide receive the sanction of society. In any of those 
cases, the fertility of the society, the number of child- 
dren actually born, is less than its fecundity, or the 
number of possible births. The second important factor 
affecting numbers is mortality, or the elimination of the 
species before maturity. Such incidents as premature 
death By disease, famine, war, or natural catastrophies, 
may destroy life before the reproductive period has been 
reached or completed. 

As far back as the record of humanity goes, these two 
factors limiting the power of multiplication have been 
acting as checks upon the growth in numbers. They 
have taken different forms in different periods of re- 
corded history and at different levels of cultural de- 
velopment. In primitive societies infanticide, abortion, 
and sexual taboos set limits to the fertility of the popula- 
tion. In modern times, such checks, with the exception 
of abortion, have either disappeared or become subordi- 
nated to less crude limitations upon fertility. The mor- 
tality factor has also varied in the force of its incidence 
from age to age. It may have been of less importance 
as a check in primitive societies than in later times when 
disease and war probably took a heavier toll of human 
life. 

In view of the phenomenally rapid growth of popula- 
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tion in the nineteenth century, which has come to be 
regarded by the present generation as an altogether 
normal simation, it is pertinent to recall the slow rate 
of growth prevailing in the past. The length of time 
during which population was stationary or slowly in- 
, creasing suggests that the growth of the last two cen- 
turies is exceptional rather than normal. This view, in 
turn, stimulates the study of the factors accountable 
for the rapid increase in modern times. And, further- 
more, in view of the fact that in every society there have 
been effective factors limiting the potential powers of 
increase, modern students have centered their attention 
upon the nature of these factors, and with the aid of ad- 
ditional data and refined statistical methods not avail- 
able to earlier generations, have calculated their sig- 
nificance for future trends of growth. Modern popula- 
tion growth may be, after all, only a spectacular episode 
in the history of the human race, a sort of tidal wave 
\ of humanity which may ultimately subside to the rate 
of increase that prevailed before its coming. 


FERTILITY AND MORTALITY 


CHARACTER OF POPULATION GROWTH 
IN THE WESTERN WORLD 

The rapid growth of the population of Europe 
and of the countries peopled by the descendants of 
Europeans has already received comment. In this section 
attention will be given to the rates of growth of this 
group, with incidental references to rates of increase in 
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other parts of the world. People of European origin 
number about 650,000,000 and represent about one 
third of the world population. It has been estimated 
that since 1800 the increase of Europeans has amounted 
to about 400,000,000 while that of other peoples has 
probably not been more than 200,000,000 to 300,000,000. 
The annual rate of increase of world population is esti- 
mated at about seven per thousand. It is largest in the 
Americas where population is increasing about one and 
a half per cent per annum; and smallest in Asia, where 
the population appears to be growing at a rate of less 
than one-half per cent per annum.^ 

The population of England and Wales, where the 
earliest effects of the Industrial Revolution were mani- 
fest, illustrates the rapidity of this growth. It rose from 
8,892,536 in 1801 to 17,927,609 in 1851; by 1901 the 
population had increased to 32,527,843; in 1911 it stood 
at 36,070,492; in 1921 at 37,885,242, and in 1931 reached 
39,947,931. 

The table on page 50 illustrates the rapid increase of 
population since 1700 in Europe and the Americas.® 

Of equal interest with this phenomenal rate of 
growth is the manner in which it has taken place. It 
was based on the increase in productive power that re- 
sulted from the Industrial Revolution. This epoch- 
making transformation in technique weakened the 
positive checks upon which Malthus counted to con- 

^Dublin, L. I., “The Population Problem and World Depression”, 
Foreign Policy Pamphlets (1936), passim 

^ Dublin, L. I., and Lotka, A. J., Length of Life, A Study of the Life 
Table (The Ronald Press, New York, 1936), p. 31* Reproduced by per- 
mission o£ the publishers 
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trol the growth of numbers; namely, the lack of the 
necessities of life, and the heavy incidence of disease. 
As he would have anticipated, the mitigation of 


POPULATION OF EUROPE AND AMERICA SINCE 1700 
(In Millions) 


Year 

Europe 

U.S.A. 

Other Americas 

1700 

110 

.i6 


1750 

140 

1.05 


1800 

187 

5.31 


1810 

— 

9.64 


1850 

167 

2.^. 19 


1900 

406 

75-99 


1910 

449 

105.71 

103,70 

1918 

478 

119.86 

118.47 

1930 

5 ° 5-75 

1^1.78 

117.87 


such checks led to a surprising increase in popula- 
tion. 

On the other hand, an analysis of the factors ac- 
companying and accounting for this growth reveals a 
situation that was not dreamed of in his philosophy. 
Toward the latter part of the nineteenth century a 
marked change took place in the trend of the birth 
rates in European countries and the United States. Birth 
rates began to show a marked downward trend, which 
has continued at an accelerated rate to this day. The 
increase of population was caused by the fact that the 
death rate fell even more rapidly than the birth rate, the 
differential between the two accounting for the large 
annual increase in numbers. 

Furthermore, in spite of this steady increase over the 
greater part of the period of one hundred and fifty 
years, the standard of living of the people was rising. 
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It has been calculated that between 1800 and 1914, while 
the population of England increased about five times, 
the income of the country increased approximately 
ten times. When to this is added the fact that the pur- 
chasing power of money has about doubled in this 
period, the population of England appears to be about 
four times as well off in 1914 as it was in 1800. There 
are two ways in which a population can respond to the 
greater ease of the conditions of life: It can develop a 
denser population living at the same standard as be- 
fore, or else it can adopt a higher standard of living. 
It is apparent from the study of modern trends of 
population growth that the former alternative has not 
been followed, at least in its entirety. 

THE BIRTH RATE 

The table on page 52 is presented to show the trends 
in the yearly crude birth rates (births per thousand of 
the total population). It reveals a remarkably uniform^ 
trend in the countries of western Europe and in the' 
United States.’ All the countries in these areas show 
a continuous fall in the birth rate over a number of 
years. Leaving out Russia for the time being, in every 
case a relatively high birth rate was maintained in the 
earlier periods covered by statistical records. The 
Swedish record of births goes back to 1746. Until the 
five-year period 1871-1875 the rate remained relatively 
high, although exhibiting considerable fluctuations. 

While there are no figures showing the English 

^ From Charles, E., T/ie Twilight of Parenthood (1934)) Table XI, 
p. 79. Reprinted by permission of the publishers, W. W. Norton and 
Company ’ 
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birth rate prior to 1837, it is probable that the rate was 
about thirty-three to thirty-five per thousand at the be- 
ginning of the nineteenth century. The French birth 
rate during the first quarter of the nineteenth century 
remained in the neighborhood of 31.7 per thousand. 

Period of Declining Birth Rates. In western and 
northern Europe the birth rate from 1871 to 1885 
averaged about thirty-two per thousand. This period 
was a turning point, after which a steady fall in the 
birth rate is to be observed in the countries under con- 
sideration. This fall was continuous, with the exception 
of the war period. During the war years there was a 
sudden fall in the birth rate because of the postpone- 
ment of marriages and births. During the next few 
post-war years the birth rate rose, but nowhere did it 
rise higher than the level existing before the war, and it 
soon resumed everywhere its downward course. In 1931 
the countries whose average was thirty-two births per 
thousand at the time when the decline definitely began 
reached the following levels: England 15.8; Germany 
(present territory) 16.0; France 17.4; Sweden 14.8; 
Italy 24.9. At the same time, the birth rate of the total 
white population of the United States was 17.8 and of 
Australia, 18.2. 

Certain countries represent exceptions to the general 
trend. In France the decline began earlier, in the period 
1861-65, when the birth rate was 26.7. In Italy the 
decline began somewhat later, and has been less con- 
tinuous, so that Italy has a higher birth rate than the 
countries previously mentioned. Russia has the highest 
birth rate of any country in Europe. Although not as 
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high as in the i88o’s, the figure of 42.7 per thousand 
in 1928 attests the remarkable fertility of Russian 
women. 

The figure shown below illustrates the fall of the 
birth rate in certain selected countries between 1808 and 
1932." 



Crude Birth Rates of Selected Countries, 1808 to 1932 

FACTORS ACCOUNTING FOR THE DECLINE 
IN THE BIRTH RATE 

The course of population growth among primitive 
peoples and in the historic period preceding the nine- 

■^ From Thompson, W. S.y Population Problems (Second edition, 1935), 
p. 122. Reproduced by permission o£ the publishers, McGraw-Hill Book 
Company, Inc. 
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teenth century establishes the fact that no population 
has ever fully realized its potential power of multiplica- 
tion. Checks operated on the preventive side to limit 
the size of families, although these checks varied from 
time to time according to the customs and habits of the 
people and the social sanctions established by the com- 
munity. It should not be a matter of surprise that the 
portentous social and economic changes that took place 
in the nineteenth and twentieth centuries should have 
been accompanied by the development of motives and 
practices arising directly from the changing social en- 
vironment. Within the modern period man had gained 
a new measure of control over the death rate. If the 
birth rate had remained unchanged, the rapid decline 
of the death rate might in a short time have brought 
the world face to face with the disastrous consequences 
of overpopulation. 

Family Limitation by Means of Volitional Control. 
At any given time, among all classes or among certain 
classes only, the birth rate may be reduced by thei 
practice of bachelorhood or spinsterhood, by late mar- 
riage, or by the deliberate limitation of the size of the 
family. The term “volitional control” is used to cover 
all these means which in more or less degree limit the 
number of births and represent the exercise of in- 
divid,ual choice. 

The term “birth control” is used in a narrower sense 
to indicate the control over the number of offspring 
exercised by married people through the use of con- 
traceptives. Volitional control may be used without 
such means through the practice of self-control by the 
partners in marriage. 
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If the thesis developed in this chapter has been fol- 
lowed carefully, it is obvious that the control over 
population increase has developed along lines unfore- 
seen by Malthus. The preventive check has been sub- 
^ stituted for the positive checks. The nature of the pre- 
ventive check now applied, namely the limitation of 
the size of the family after marriage, is altogether at 
variance with the Malthusian conception of “moral 
restraint.” Moreover, limitation of numbers has become 
effective at levels well above the minimum of sub- 
sistence. A psychological and social complex of factors 
takes the place of the pressure of population on the food 
supply. These factors are summed up in the statement 
that population growth in the western world is limited 
by the ambition to maintain and improve the standard 
of living. This motive is rendered effective by means of 
the practice of volitional control of various types. 

Fundamental Motives of Family Limitation. It is im- 
portant to distinguish between the means and the mo- 
tives for family limitation. There can be no doubt that 
contraceptive practices account to an overwhelming de- 
gree for the reduction in the size of the family. Whereas 
students of population are in general agreement as to 
the means of family limitation, they are the first to 
admit that the human motives impelling the adoption 
of such means are cloaked in obscurity. The limitation 
of the family is highly individualized. The motives de- 
pend on the individual judgments and choices of the 
millions of married couples that compose a given popu- 
lation. Motives may vary from family to family accord- 
ing to circumstances. On the other hand, individual 
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habits and attitudes in turn reflect the impact of the 
social environment. 

The growth of industrialism has effected a great im- 
provement in conditions of living, and this, in turn, has 
stimulated the ambition to improve the social status. 
The desire to emulate, the ambition to succeed, the 
hope to “better” oneself or one’s children, are preva- 
lent attitudes fostered by free competitive enterprise. 
Thus, the numerous ambitions of married people com- 
pete with the desire for children. 

The constitution of modern industrial society imposes 
certain handicaps upon the maintenance of large \ / 
families, which affect some classes more than others. 
Furthermore, the urge to maintain or change one’s 
social status, for various reasons, may be stronger in 
one class than in another. The result is that the rate of 
decline in the number of births is not spread evenly 
throughout all classes in the community. This dif-\ 
ferential birth rate shows itself in a number of ways: the i 
birth rate is higher among rural than among urban / 
populations; it is higher among laborers and hand 
workers than among white-collar workers. It can be 
explained, in part at least, on the basis of the effect of 
children on the attainment of ambitions. This effect 
varies with the social and economic environment. The 
ambitions of families in a farming community and the 
effect of children on the attainment of these ambitions, 
are far different from the circumstances surrounding 
young couples living in an urban setting. 

Within the city itself, families decline in size from 
those of unskilled laborers to those of the semi-skilled. 
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^killed, and white-collar workers. The desire for social 
promotion of a young professional man need only be 
contrasted with that of a day laborer, to understand 
the effect of the size of the family on the situation of 
each respectively. 

Change in the Status of Women. When considering 
the factors responsible for the practice of family limita- 
tion, special attention should be given to the change in 
the status of women in the last century. The raising of 
the general level of the position of women in the 
western world has been a salient characteristic of re- 
cent social evolution. If it is correct to ascribe the fall- 
ing birth rate to the desire to maintain or to raise the 
standard of living, in response to environmental in- 
fluences stimulating social ambition and the desire to 
win social promotion, then it can be asserted that the 
emancipation of women has roughly doubled the num- 
ber of people susceptible to such influences. 

Before the development of the movement for eman- 
cipation, women had very little control over their lives, 
and very small scope for the play of personal aims and 
ambitions outside of the circle of the family life. It 
was possible for Malthus to write of the problem of 
population as if women had no part in it. But at the 
present time there can be little doubt that the increas- 
ing dignity of the position of women in society is a 
factor leading to the acceptance of family limitation. 

THE DEATH RATE 

The death rate has declined in much the same way 
as the birth rate. In some countries, as in France and 
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Sweden, it began at least a hundred years ago; in others, 
where modern sanitation and medicine have been slow 
in developing, the decline in the death rate does not 
appear in the statistical figures until after the World 
War. In general it can be stated that in western coun- 
tries, and in countries occupied by the descendants of 
the white race, the fall in the death rate has been so 
general as to be regarded as a normal phenomenon ac- 
companying modern social development. As previously' 
stated, the fall of the death rate in many European 
countries was more rapid than the fall of the birth rate, 
until the period of the World War. 

Only estimates of the death rate prevailing in the 
eighteenth century are available. However, it is estab- 
lished that in Sweden there were 33.3 births and 25.4 
deaths per thousand of the population during the 
decade in which Malthus wrote the famous Essay. In 
1932 the birth rate was 14.5 and the death rate 11.6. 
In England, during the eighteenth century, there may 
have been a slight increase in the birth rate, although 
this is not certain. It probably reached thirty-five per 
thousand of the population in 1800. Estimates of the 
death rate in the England of 1750 place it somewhere 
in the neighborhood of thirty to thirty-five per thousand 
of the population. It had fallen to twenty-five or thirty 
per thousand in 1800. 

The effects of the Industrial Revolution on popula- 
tion are most strikingly illustrated by the developments 
that took place in the cities. There is evidence that the 
death rate in London was as high as fifty per thousand ; 
in 1750, and was still over thirty per thousand in 1800. It 
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has furthermore been estimated that, from 1700 to 1750, 
500,000 more deaths than births occurred in that city. 
In 1932 the London death rate was twelve per thousand. 
Such a decline is to be largely attributed to the changes 
in manner of life made possible by the Industrial Revo- 
lution. It was not until after 1750 that any city could 
be supplied with wholesome food, pure water, sewage 
disposal, good housing, and a minimum of medical at- 
tention. Probably it was not until after 1800 that it be- 
came possible to have large towns and cities in which 
births exceeded deaths. 

FACTORS ACCOUNTING FOR THE FALL 
IN THE DEATH RATE 

Reduction in Infant Mortality. The greater part of 
,/the decline in the death rate has been brought about 
by the reduction in infant mortality. It is difficult to 
realize that, until recent times, a considerable number of 
children died before reaching one year of age, and 
that it was not unusual for half or more to die before 
the age of ten. In all countries, the statistics of infant 
mortality (deaths under one year per thousand of live 
births) show a marked improvement which has con- 
tinued into the present century. In northwestern 
Europe, the United States, and the British self-govern- 
ing dominions the mortality is well below one hundred 
per thousand, ranging from ninety-one in Belgium 
during the period 1928-1932 to thirty-four in New 
Zealand during the same period. Present rates in 
southern Europe, South America, and Japan are some- 
what higher. Comparing the period 1898-1902 with 
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the period 1928-1932, the following changes illustrate 
the degree of improvement: In the former period the 
rate for England and Wales was 152, and in the latter 
period 66; in France during the same periods the 
figures were 154 and 83; in Germany, 1901-1905, the 
rate was 199, and 1928-1932, 86. 

The same trend is evident from the statistics of sur- 
vival to ten years of age. It was calculated that in 
France prior to 1750 only 484 children out of a thou- 
sand born alive survived to their tenth year. In Ger- 
many, Siissmilch, using figures taken prior to 1775, 
calculated that 532 survived to the tenth year. In 
the period 1920-1923, the number of survivors in 
France had increased to 855 per thousand live births; 
and in Germany, 1924-1926, the survivors numbered 
863. 

This progressive reduction in infant mortality has 
been one of the finest achievements of modern times. 
Without question this decline has been the most im- 
portant factor in the growth of population in the west- ,, 
ern countries since the beginning of the nineteenth cen - " 
tury. Those who have come to regard a falling death 
rate as normal to our times should ponder this fact. In 
countries where infant mortality has been reduced to 
fifty or sixty the future saving will be small as com- 
pared with that of the past. There is a limit beyond 
which further reduction cannot be achieved, and the 
saving of life at higher ages, significant as it is, does 
not compare in its results with the reduction and con- 
trol of the diseases to which children below the ages 
of ten or fifteen are subject. 
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This consideration of the place of infant mortality in 
the composition of the death rate suggests that a further 
decline of the death rate in the western world is not to 
be expected. This conclusion is rendered inevitable as 
the effects of the falling birth rate become apparent. The 
low death rates of today are possible because the 
population has been increasing very rapidly in the 
recent past, and the present age groups are favorable 
to a low death rate. But when, as the result of a rapidly 
falling birth rate, there will be a greater proportion of 
older people in the community, the crude death rate 
is bound to rise, nor can this tendency be offset by any 
further considerable reduction in the infant mortality 
rates. 

Industrial Revolution and the Death Rate. The re- 
duction of the death rate is as much a product of the 
/ Industrial Revolution as the progressive fall of the birth 
rate. This is not to deny the great contributions to the 
lengthening of the average expectation of life made by 
medical research and practice. But it is to assert that 
improvements in sanitation and the development of 
more favorable economic conditions played a major 
role. Sanitary measures, while directed by medical con- 
siderations, can be achieved only by a country with 
a high level of engineering education and practice; 
and its econoniic system must be sufficiently produc- 
tive to enable it to devote capital, labor, and raw ma- 
terials to purposes of health and sanitation. Society 
must be able to produce a surplus above its more im- 
mediate needs before it can add these other things 
unto it. More specifically, sanitation made it possible 
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for large populations to live in cities in which births 
exceeded deaths. The Industrial Revolution hastened 
the growth of cities; if the latter had continued to kill 
off their population at the rates that probably pre- 
vailed in cities in the early eighteenth century, the 
phenomenal population growth of the nineteenth cen- 
tury would not have been possible. 


DECLINE IN THE RATE OF 
POPULATION GROWTH 


If crude birth and death rates are taken as measures 
of population growth, the natural increase of a popula- 
tion is obtained by subtracting its death rate from its 
birth rate. The result is a measure of natural increase 
expressed as a rate per thousand of population. In a 
number of ways crude rates are unsatisfactory stand- 
ards for the measurement of population trends, and in 
modern population studies they have been replaced by 
more refined statistical methods. Many of the con- 
clusions as to population growth set forth in this sec- 
tion have been reached by the application of these 
newer methods. A brief description of the latter will be 
given in a later section. 

DECLINE IN THE RATE OF NATURAL 
INCREASE 

A superficial consideration of the relationship be- 
tween the downward trends of birth rates and death 
rates reveals the fact that a population that owes its 
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natural increase to a more rapid fall in death rates rather 
than to a rise in birth rates cannot long continue to in- 
crease, if these trends persist. It is theoretically possible 
that the birth rate should fall to zero, assuming the 
fullest use of the means of volitional control. But it is 
not possible for the death rate to fall to that extent, for 
the simple reason that medical science has not as yet 
discovered the fountain of youth. The span of life, or 
the extreme limit set to human life by old age, which is 
determined ultimately by the physiological processes of 
the body, has not been increased within historical times. 
On the other hand, there has been an increase in the 
expectation of life, or the mean length of life, which is 
the average number of years lived by all persons born 
in a given period. 

Thus, as the death rate declines through the applica- 
tion of sanitary and medical knowledge and practice, 
it meets, so to speak, increasing resistance as it ap- 
proaches the limit of the achievement of these sciences. 
Moreover, if the birth rate continues to decline through 
a number of generations, it not only reduces the num- 
ber of births, but it changes the age composition of 
the population. A country with a large proportion of 
older people must expect a rise in the death rate. As 
birth rates continue to fall and death rates cease their 
downward trend or actually rise, a point is reached 
where the rate of natural increase is barely sufficient 
for replacement needs, in which case the population 
becomes stationary. If the trends continue, a decline 
in population must follow. The succeeding para- 
graphs will show that, in many parts of the world. 



United 

States 


France 


Germany Italy 


Sweden 
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certain populations are approaching a stationary con- 
dition. 

The rates of natural increase for leading countries do 
not show the same consistent trends manifested in the 
birth and death rates. In the nineteenth century there 
were periods when the death rates fell more rapidly 
than the birth rates, which resulted in a rise in the rates 
of natural increase. Thus in England in successive 
periods between 1838 and 1912 the rates of natural in- 
crease were 10.8, 12.6, 13.1, 14.7, 11.9, 11.4, and ii. In 
many countries the rate mounted to twelve and fifteen 
per thousand. A definite change came with the World 
War. Since then the rate has fallen almost uniformly, 
and has declined to the level of fifty to a hundred years 
ago. The following table is indicative of the trend: ' 

RATE OF NATURAL INCREASE 


U.S.A., period 1918-1922 


It will be noticed that France seems to be an ex- 
ception to the general trend. France showed its highest 
rate of increase in the period 1818-1822, with a rate 
of 6.4. Since then its rate declined until 1880. From 
that time on it has had an average increase of only 

^ Thompson, W. S., op. cit. Condensed from Table 96, p. 242, by per- 
mission of the publishers, McGraw-Hill Book Company, Inc. 
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about i.o per thousand. The absence of a decline since 
the war indicates that France has reached a stabilized 
' condition of population growth. 

Population Growth Outside of Europe. Of the coun- 
tries peopled by Europeans, countries like Canada, 
Australia, and the United States show a steady de- 
cline in the rate of natural increase. In the case of the 
last country, the decline has been going on for over 
a century. Until 1830 our natural increase (excluding 
immigration) was about thirty per thousand. Since then 
there has been a steady decline, until in 1930 the rate 
stood at about ten per thousand. Should present trends 
persist, and our present policy of immigration restric- 
/ tion continue, the United States will have a stationary 
population in a generation or so. 

As to population trends in Asia and Africa, the ab- 
sence of reliable statistics compels a resort to con- 
jecture. The outcome is affected by such developments 
as the adoption, by Asiatic countries, of the modern 
technique of the western world, and the control of 
western states over ixndeveloped countries. The rise 
of Japan is an illustration of the former, and the con- 
trol of the Dutch over Java and of the English over the 
Malay States and India, of the latter condition. Since 
the latter part of the nineteenth century, China has had 
a stationary, or at best a slowly increasing, population. 
India may be expected to increase slowly in the next 
fifty years. Of future trends in Africa very little can be 
said, for very little is known. 

The most significant development in population 
growth outside of Europe has been the rapid expansion 
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of the Japanese people. Their rate of natural increase 
differs altogether from trends observed elsewhere. In- 
stead of a declining trend after the World War, the rate 
actually rose. The excess of births over deaths averages 
900,000 annually. This rapid expansion may continue 
for a time, because of the fact that the present high 
death rate is capable of considerable reduction. On the 
other hand, there is evidence that Japan is following 
the western nations in the use of birth-control methods. 
This is a very recent development, but it may indicate 
the fact that the same forces that effectively limited 
the potentiality of increase in European countries may 
ultimately play a significant role in a country conspicu- 
ous for its adoption of the technique of the material 
civilization of Europe. 

POPULATION REPRODUCTION RATE 

The continuous fall in the birth rate during the 
nineteenth century, and particularly the uneven rate of 
decline of various countries, has led to the attempt to 
analyze these trends in order to determine their sig- 
nificance. The decline in the number of births raised 
the question of the fertility of the population. 

Importance of Age Composition in Population 
Growth. CruAt birth rates take no account of the sex I 
or age composition of the population, and this is an ex- j 
tremely important factor. The proportion of the num- 
ber of women of childbearing age to the total popula- 
tion may vary in one country from one period to 
another, or may vary among countries.^JChe,.crud,e birth 
rate is determined by two factors: the average number 
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of children born to each woman during a given period, 
and the number of women at the age to bear children 
during the same period. If the number of women of 
childbearing age is large, the birth rate may appear to 
be high, even though the actual fertility is very low. 
England during the last generation before the war had 
a higher birth rate than Sweden, although the fertility 
of Swedish women, measured by the number of chil- 
dren born to women of childbearing age, was higher 
than in England. The birth rate failed to reveal the 
fact that England had a larger percentage of women at 
the reproductive age than Sweden. 

If in the past a country has enjoyed a very rapid rate 
of growth, a large proportion of its population will 
be found in the prime of life, and its women of re- 
productive age will form a relatively high ratio to the 
total population. On the other hand, if the proportion 
of such women to the total population should decrease 
because of the persistent downward trend of the birth 
rate over several generations, the age composition of 
the population and the falling birth rate will act upon 
natural increase with cumulative force. Not only will 
women bear on the average a smaller number of chil- 
dren, but the number of women bearing children, 
proportionate to the total population, will be smaller. 
A large part of the natural increase of population at the 
present time is due to the effect of the higher birth 
rates of the past which have provided us with a large 
group of women of childbearing age. But if present 
trends of fertility and mortality persist, such increase 
cannot be expected in the future. In many nations 
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today, fertility is so low that the present generation of 
mothers is not providing for its replacement. 

Gross and Nei Reproduction Rates. A refined sys- 
tem of statistical measurement of population growth 
has been devised by students of the subject.® The meas- 
urement takes account of the age composition of the 
population in so far as it affects births. Furthermore, 
of the children born, only female births need be con- 
sidered, because the purpose of the inquiry is to de- 
termine whether a given group of women are replac- 
ing themselves. 

The gross reproduction rate, therefore, can be de- 
fined, according to this method of measurement, as 
the number of girl children likely to be born to a 
woman passing through the whole childbearing period, , 
on the basis of the fertility rates prevailing in a given/ 
place and at a given time. It is to be noted that mor- 
tality is excluded from this standard, the assumption 
being that a woman survives through the whole period 
of reproduction. For the investigator who seeks to dis- 
cover the extent to which the present generation is 
being replaced by succeeding generations, it is more 
important to know the number of children born to a 
thousand women in the reproductive period of life, in 
order to determine whether the present generation is 
replacing itself, than it is to know the ratio, to the total 
population, of children born. 

The gross reproduction rate gives information only 
as to the fertility of women between the ages of fifteen 
and fifty. But to estimate the capacity for growth of a 

^Kuczynski, R. R., The Balance of Births and Deaths (1928), passim 
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f population, that is, its net reproduction rate, not only 
the number o£ girl children born, but also the proba- 
bility of their survival through the reproductive period 
must be known. 

The net reproduction rate, therefore, is used to rep- 
resent the number of girl children who will be born 
to the survivors of a thousand girls born in the previous 
generation, on the basis of fertility and mortality rates 
prevailing at any one time. In this manner, a rate is ob- 
tained that measures the capacity for the further growth 
of population. A net reproduction rate of unity means 
that every mother will be replaced by another rnother 
and no more. A country with such a rate would become 
stationary in the long run, if the current fertility or 
mortality rates did not change. A country with a 
higher rate or one with a lower rate than unity would 
be, respectively, either increasing or decreasing. 

• Approach to Stationary or Declining Population. The 
calculation of net reproduction rates according to fer- 
tility and mortality in western and northern Europe 
in 1926 indicates that one hundred mothers gave birth 
to ninety-three future mothers only. This rate of .93 
indicates that, if the fertility of 1926 persists, the popu- 
lation is bound to decrease and even to die out, unless 
mortality decreases beyond reasonable expectations. In 
1933 net reproduction rates for the countries in the 
group were as follows: England and Wales, .73; France, 
.82; Germany, .70; and Sweden, .73. No general rate 
has been calculated for the rest of Europe because of 
the lack of uniformity and completeness of the sta- 
tistical data, but the evidence, where statistics are avail- 
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able, from the countries of southwestern and southern 
Europe, indicates that a general net reproduction rate 
for these countries would be considerably higher than 
for western and northern Europe. 

One authority has reached the conclusion that the 
countries of the western and northern group will cease 
to grow at all within twenty years, if the trend in post- 
war vital statistics persists.’^ On the other hand, the less 
developed countries lying south and east of Germany, 
including Spain and Italy, will continue to grow rapidly 
for some time to come, although the general trend 
toward stability is evident in them also. 

This difference in the rate of the decline of natural 
increase in these two divisions of Europe is due to the 
presence of certain social and economic factors that 
distinguish the two. In southern and eastern Europe the 
death rates are capable of further reduction by the ap- 
plication of sanitary and medical practices. Improving 
economic conditions, if such can be anticipated, could 
do much to reduce the death rate through the better 
care of children and the introduction of public health 
measures. Moreover, the birth rate has not come under 
volitional control to the extent that it has in the western 
countries. 

New Orientation of the Population Problem. To sum 
up the situation as exposed by recent studies, the fol- 
lowing factors are pertinent to an understanding of the 
subject: The population of the world is still increasing 
but, especially since the World War, the birth rates in 
most European countries have been on the decline. In 

^Kuczynski, R. R., 
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many countries of the western world, present increases 
do not represent high fertility, but rather an age distri- 
bution of the population favorable to a large number 
of births. Actually many countries of western Europe 
are not providing for their replacement needs. The 
highly industrialized countries of northwestern Europe, 
and also the United States, will be the first to reach a 
position of stable or of declining numbers. The coun- 
tries of southern and eastern Europe will continue to 
grow for a longer period. Of the Asiatic countries, Japan 
shows the greatest powers of increase. 

The post-war trends in natural increase of numbers 
have given a new perspective to the population prob- 
lem. Before the war, the pressure of population re- 
ceived the most attention. The increase in numbers was 
proceeding at a phenomenal rate. Malthus had raised 
the specter of overpopulation, and the ghost would not 
be laid. “Volume after volume of population literature 
gave the impression that unlimited breeding was threat- 
ening the human race and that only the immediate 
spread of birth-control information and practice could 
stop the danger of overpopulation. Mankind was at the 
crossroads, and the birth rate had to be controlled some- 
how in order to save the world from its own folly.” ® 
It Is now realized that for the greater part of Europe 
and for America overpopulation has no meaning at 
present. Today the problem is presented in terms of the 
numbers necessary to maintain national integrity and 
the quality of the population essential to insure social 
progress. Attention is focused, not on present or prob- 
® Dublin, L. I., Op. p, 3 
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able excess of numbers, but on the vast problems raised 
by the prospect of stationary or declining populations 
among the nations hitherto the leaders in the march 
of modern civilization. 


CHAPTER 


I I I 


The Distribution of World 
Population 


The preceding chapters explained the rapid growth of 
populations in the civilized world during the nine- 
teenth and twentieth centuries. Thus, it has been noted 
that changes in fertility and mortality rates, and the 
development of scientific and technical knowledge, ac- 
count for changes in population. 

Another aspect of population changes remains to be 
considered. The opening of empty or sparsely popu- 
lated territories, the discovery of new agricultural areas 
and hitherto unsuspected mineral resources, rendered 
accessible by improvements in communication and 
transportation, have provided a powerful incentive to 
' the economic development of new countries. This has 
occurred through the movement of labor and capital 
from regions where these factors are relatively abun- 
dant to those regions where potential resources in land 
and minerals are more plentiful than in the older and 
more densely populated regions. 
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Thus, coincident with the rapid growth p£ popula- 
tion, there has been a corresponding migration of 
peoples from the more densely populated countries to 
the more sparsely inhabited areas. The phenomenon 
of migration is not confined solely to the races of Eu- 
ropean origin; China has sent millions of immigrants 
to other countries of Asia. Nevertheless, because of the 
overwhelming political and economic significance of 
the migration of the peoples of the western countries, 
the following discussion will be confined to the spread 
of the races of European stock and their descendants 
throughout the world. These migrations have pro- 
foundly altered the distribution of world population, 
have affected political power, and have molded the pat- 
tern of world economic development. 

THE VOLUME OF MIGRATION 

Migration accounts for the difference between the\ 
present distribution of world population and its distri- 
bution one hundred years ago. Although migration has/ 
never taken place on a scale adequate to bring the dis- 
tribution of population into close correspondence with 
the distribution of resources, it has, nevertheless, oc- 
curred to an extent sufficient to affect fundamentally 
world economic organization. It has been estimated^ 
that, from 1800 to 1924, about sixty million people mi- ] 
grated between continents. From 1800 to 1930 the popu- 
lation of Europe increased from one hundred eighty 
millions to four hundred eighty millions, while the 
number of persons of European stock in other conti- 
nents is estimated to have grown to one hundred sixty 
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millions/ From 1821 to 1920 immigration into the 
United States reached the huge figure of about thirty- 
four millions. During the period 1860-1920, the Ar- 
gentine received nearly four and three-quarter million 
immigrants. From 1903 to 1914, over two and a half 
million persons migrated to Canada.^ 

MIGRATION AND THE DISTRIBUTION 
OF POPULATION 

An overwhelming proportion of European emigrants 
went to regions situated in the temperate zone, notably 
to the Americas and to the regions controlled by the 
self-governing dominions of the British Common- 
wealth. In these lands they found suitable climate, 
room, freedom, familiar institutions and customs, but 
above all, economic opportunity. 

, Migratory Movements in the Temperate Zone. Great 
Britain and Ireland have been the greatest sources of 
emigration. During the century beginning in 1815, 
about thirteen million people left the former country, 
two thirds going to the United States, and the rest al- 
most exclusively to Canada and Australia. Ireland oc- 
cupies a place by itself as a country of emigration. 
From 1841 to 1900 the population decreased from over 
eight million to less than four and a half million 
people, this reduction being of about the same size as 
the emigration.^ 

^Penrose, E. F., fopulation Theories and Their Application (1934), 
p, 178. Figures quoted from Imre Ferenczi, “Migrations” in Encyclopcsdk 
of the Social Sciences, Vol. X, p. 440. 

^Ohlin, B., Interregional and International Trade (1933), p. 326 
^ C\zxkf Q., .A Place in the Sun p, g2 
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Anglo-Saxon America was the overwhelming choice 
of emigrants from northern Europe. Belgium, Den- 
mark, Germany, Ireland, the Netherlands, Norway, 
Sweden, and Switzerland sent 97.2 per cent of all their 
emigrants to North America and of these 88.2 per cent 
went to the United States. Latin Europeans preferred 
the countries of South America, although Italy sent a 
little over one half of its emigrants to the United 
States. 

Migratory Movements to Asia and Africa. In com- 
parison to this mass migration, the movement of popu- 
lation to the continents of Asia and Africa is almost 
negligible. Asiatic countries have offered no room for 
European settlement in the last fifty years, and will 
offer even less opportunity in the future. Most of the 
land worth cultivating in the settled parts has already 
been occupied. The arable land on the whole is more 
thickly settled than in the western countries. The low\ 
standards of living prevailing in the East are more | 
effective than immigration restrictions in keeping Eu- i 
ropean settlers out. 

In many parts of Africa, the unsuitability of the cli- '^ 
mate to Europeans has prevented a more extensive mi-/ 
gration. Out of every hundred persons leaving Europe 
in the last fifty years to settle elsewhere, less than two 
went to Africa. The record of permanent settlement of 
Europeans in Africa is considerably distorted when the 
figures of arrivals alone are taken, because the propor- 
tion of emigrants to Africa returning to their home 
country is much higher than in the case of other coun- 
tries of immigration. On the basis of the net move- 
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ment, it has been estimated that in the last fifty years 
the permanent European emigration to Africa has been 
something under three hundred thousand."* 

Character of Recent European Migration. The record 
of European migration set forth in the preceding para- 
graph indicates certain characteristics of this movement. 
The direction of migration has been toward the sparsely 
populated regions lying in the temperate zone. As will 
be explained in a later chapter, these are precisely the 
, regions where the resources required by the conditions 
of modern economic life are to be found. The migration 
of labor to these regions represents a more effective com- 
bination of population and resources than prevailed 
before the migration took place. Such transfer of labor 
power from the old to the new regions promoted the 
rapid development of the agriculture and industry of 
the new countries and, through international specializa- 
tion and division of labor, stimulated the production of 
commodities on a larger and more effective scale. 

Furthermore, the greater part of this migration has 
y been directed toward regions independent of the po- 
litical control of the dominant European countries. 
The total net emigration from Europe during the last 
fifty years was a little over nineteen millions. The num- 
ber going to the territories controlled by European 
countries was less than half a million.” Evidently the 
distribution of population has not followed the pattern 
of the distribution of the political power of dominant 
nations. 
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POPULATION PRESSURE AND TERRI- 
TORIAL EXPANSION 

In recent discussions on international economic ques- 
tions, the two problems commanding the most atten- 
tion concern the supply of raw materials and the dan- 
gers of overpopulation. Frequently the view is expressed " 
that the solution of both these problems lies in the ac- 
quisition of colonies by countries poorly endowed in 
this respect. The problem of raw material supplies will 
be discussed in a following chapter. It will suffice to 
state at this point in the development of the subject 
that the majority of raw materials are produced mainly 
in noncolonial areas, the only important exceptions be- 
ing rubber and tin. 

With respect to the argument that territorial expan- 
sion is necessary in order to relieve “overpopulation” at ^ 
home, an effort should be made at the outset to discover 
the meaning of the term “overpopulation.” In this 
volume the population problem has been presented as 
an adaptation of numbers to resources and technique. 
The best adjustment of the factors is obtained when \ 
the combination of raw materials, labor, and technical | 
equipment is in such proportion as to yield a maximum/ 
real income per capita. “Overpopulation is beginning 
in a county when any further iricrbse’bf population, 
proceeding at the actual rate of increase in that coun- 
try, would inevitably lead to a, considemMe, reduction 
in the standard of living. Overpopulation exists where 
this has already happened.” ® 

^International Economic Reconstruction (1936), Report by Ohlin, 

B. G., opy Cit., p. 143 
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Population Density Not Evidence of Overpopulation. 

" The fallacy of taking the population density of a coun- 
try as prima facie evidence of overpopulation is exposed 
when the population of a country is regarded as one 
of several variable factors, all of which, when taken to- 
gether, contribute to the determination of the levels of 
real income and the standard of living prevailing under 
a given set of conditions. The density of population of 
a country has little meaning when considered apart 
from the supply of raw materials produced in a coun- 
try or available through trade, and without reference 
to the rate of technical progress. Densely populated 
countries have further increased their population during 
periods of rapid technological advance, while at the 
same time the standard of living of their citizens was 
rising. It cannot be maintained that Belgium, with 
about seven hundred inhabitants to the square mile, and 
the Netherlands, with about six hundred twenty-five, 
are “overpopulated”, whereas Japan, Germany, and 
Italy, with lower densities, are not. Assertions that a 
country is overpopulated must be examined with great 
care. And even if this condition is found to exist, it is 
extremely questionable whether it can be remedied 
through colonial expansion. 

Fallacy of Colonial Expansion. What justification is 
there at the present time for the claim that possession of 
colonies relieves population pressure in the mother 
country? In answering this question, it must be stated 
at the outset that emigration may relieve the pressure 
from a rapidly growing population. There is no reason 
to believe that the Malthusian doctrine holds true under 
modern conditions of population growth. It is unlikely 
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that a rapid increase in births would soon fill the places 
left by the emigrants. The real question is whether 
colonies are in fact successful in providing relief from 
population pressure in the home country. 

The facts appear to controvert the claim. The un- 
suitability of the climate for white settlers, the scanty 
resources, the lack of capital, and the presence of large 
native populations in colonial areas inhabitable for the 
white race have played their part in confining wi thin 
the narrowest limits the movement of European migra- 
tion to colonial areas. This statement is meant to ap- 
ply to the overseas regions that remain, at the present 
time, within the category of colonial territories. The 
situation was totally different when the British Do- 
minions and India formed part of the colonial pos- 
sessions of Great Britain. These territories were of the 
greatest importance in its industrial development. 

Only forty thousand Europeans and Americans have 
settled in the British Asiatic possessions at present hold- 
ing the status of colonies. The number of white settlers 
in the British African colonies — not including Rho- 
desia — is about the same. The white population in the 
former German colonies in Africa before the war was 
only about twenty thousand. In 1931, the four Italian 
colonies in Africa contained a white population of about 
fifty-seven thousand. The only colonial areas that have 
taken a large number of immigrants are the French 
colonies in northern Africa, where, through immigra- 
tion and the natural increase of the settlers, the white 
population has reached one and a third millions.'' 

An analysis of the play of economic forces involved 

^ Report by Ohiin, B. G., op. cit., p. 151 
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in migration serves to explain the failure of white emi- 
grants to settle in colonial areas, and to further 
strengthen the argument against a policy of colonial 
expansion as a means of providing relief from popu- 
lation pressure. 

/ Imperialistic Expansion. It is useful to distinguish be- 
/ tween two forms of territorial expansion — imperialis- 
' tic expansion, and expansion into relatively unpopu- 
‘ lated lands.® The former term refers to the extension 
of political control by the government of a nation to an 
area already occupied by a native population of con- 
siderable density, having had, prior to assumption of 
control by the dominant power, some form of govern- 
ment of its own and possessing a culture different from 
that of its new rulers. The Dutch colonial possessions 
represent a colonial expansion of this character. Ex- 
pansion into empty lands differs from imperialistic 
expansion only in degree; such lands are never entirely 
unpopulated. Nevertheless, the colonization of North 
America and of Australia can be considered as colonial 
expansion of the second type, in spite of the fact that a 
small number of Indians and Australian Bushmen 
originally occupied these territories. The significance 
of this classification arises from the fact that there are 
important economic as well as political differences be- 
tween imperialistic expansion and expansion into empty 
lands. 

Bearing in mind the fact that imperialistic expan- 
sion establishes the control of a dominant power over 
territory already populated, it is obvious from the con- 

* Penrose, E. F., Op. Ch. IX, 
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elusion reached in the first chapter that such territpry 
does not provide the basis for a substantial emigration 
from the dominant country. Tfie dependent area, with 
an abundant labor supply and wages that are low rela- 
tive to those prevailing in the dominant country, can- 
not attract workers accustomed, in their own country, 
to a higher standard of living. The only opportunity 
offered is for the migration of a relatively small num- 
ber of skilled technical workers who must be paid 
wages commensurate with those they might obtain at 
home. The small numbers involved in migration of 
this type offer no direct solution to the problem of 
population pressure in the home territory of the co- 
lonial power. 

Expansion into Empty Lands. Colonial expansion 
into empty lands would seem at first glance to meet all 
the requirements for the mass migration of agricultural 
and unskilled labor essential to the relief of population 
pressure in the emigrant country. But attention must 
be given to the circumstances attendant, under such 
conditions, upon the movement of large numbers of 
people. Although potential immigrants to unsettled 
areas do not meet the competition of native inhabitants 
with lower standards of living, obstacles other than the 
competition of native labor exist and must be overcome 
before extensive ifnmigration can take place. As to the 
resource factor, mention has already been made of the 
fact that only a very small quantity of the world’s re- 
sources are found in colonial areas. Assuming, however, 
that a given colonial territory contains enough resources 
to employ a considerable number of emigrants from 
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the politically dominant country, its rapid and sub- 
stantial development is dependent not only on inami- 
gration, but also on large imports of capital. The 
amount of labor that can move without capital to 
colonial areas, even though these be supported with 
abundant resources, is extremely limited. 

Economic Effects of Capital Exports. It is important 
to inquire as to the effects of such export of capital 
on the economic life of the home population of the 
dominant country. In the first place, the amount of 
capital invested in the colonies per white settler is 
likely to be very high — in British Kenya it is no less 
than £10,000, certainly an amount several times larger 
than the sum that would have been required to main- 
tain a worker at home. In the second place, the nations 
with rapidly growing populations require for home 
purposes all the capital they can accumulate. The ad- 
vantages of expansion are particularly doubtful when 
the supply of labor in the expanding country is large 
relative to its supply of natural resources. It is likely 
that a larger proportion of the nation’s capital will be 
e xpor feii than, of its labor, or in other words, relatiyely 
more of the scarcer factor will be exported, than of the 
inore abundant factor. 

The conclusion is inescapable that, whatever may 
be the merits of the claim for the relief from popula- 
tion pressure, colonial possessions do not provide the 
conditions for the satisfaction of such claims. When- 
ever these claims are justified, they can be met by 
measures more suitable to the attainment of the ends in 
view. It is clear that . . the question of the more ra- 
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tional distribution of the world populations is not a 
colonial problem.” ® 

ALTERNATIVES TO COLONIAL EXPANSION 

It is therefore necessary to find solutions for popu- 
lation pressure along other lines than colonial expan- 
sion. The movement of labor and capital from areas in 
which the supply of these factors is relatively more" 
abundant than the supply of raw materials, to areas 
in which the supply of raw materials is large in com- 
parison with the supply of the other two factors (that is, 
labor and capital), is from both historical and theoreti- 
cal standpoints the most effective means for the adjust- 
ment of population to resources. 

Emigration. Throughout the nineteenth century, and 
during the course of the twentieth century until the 
period of the World War, the immigration policies of 
countries capable of absorbing a heavy influx of pop- 
ulation facilitated the action of economic forces pro- 
viding a more effective distribution of productive fac- 
tors, and to this extent contributed to the development 
of the international organization of economic life. 
Further adjustments of productive factors might be 
achieved if these policies were continued. However, it 
is a well-known fact that the severity of immigration 
restrictions applied by practically all countries since the 
war has resulted in a rapid decline of international 
migration. The only notable exception has been the in- 
flux of Chinese into Manchukuo. In view of the attitude 
of the countries of potential immigration, there is no 

® Report by Ohlin, B. G., op. cit., p. 152 
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prospect for international migration during the next 
decade or so, on a scale sufficiently large to influence the 
economic position of the nations affected by the pressure 
of numbers. 

Social Control of Population Growth. Another pos- 
sible approach to a solution of the problem lies through 
the adoption of national population policies encourag- 
ing limitation of the number of births. If countries with 
rapidly growing populations cannot find sufficient em- 
ployment at home to maintain their citizens at existing 
or advancing standards of living, and if no relief can be 
obtained through the export of labor, there remains 
the alternative of preventing the development of a sur- 
plus, so to speak, at its source. It is true that in all coun- 
tries of Europe birth rates have been declining, and that 
because of the slowing up of the rate of growth many 
countries will reach a condition of stable or declining 
populations in the not distant future. But these trends 
do not serve to remedy present conditions induced by 
population pressure. Such countries still have a large 
annual net increase of population. Even though a coun- 
try may have a net reproduction rate below one hun- 
dred, the number of persons of working age may in- 
crease for ten or more years after the rate has reached 
this point. This constitutes a serious problem from the 
standpoint of employment. 

The success of a policy of social control of fertility 
is problematical. On the one hand, a government seek- 
ing to commend such a policy to its citizens will find its 
efforts facilitated by the fact that it will be working in 
co-operation with, rather than counter to, the trend 
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of economic and social forces. Furthermore, it is clear 
that the motives leading to family limitation are of 
a social and economic character, and this fact suggests 
that conditions governing births may be responsive to 
social control, and therefore amenable to the influence 
of national policy. On the other hand, various obstacles 
to a policy of population limitation can be foreseen. 
The largest annual increment of births comes from the 
poorer citizens of a country. Because of prevalent low 
standards of living, lack of education, or religious con- 
victions, these groups may prove to be those least sus- 
ceptible to inducements altering their traditional group 
attitudes and habits. 

Industrial Expansion. What other alternatives remain 
for countries with dense and rapidly growing popula- 
tions? Ajolution lies in the direction of the expansion 
of domestic industry and its organization in ways cal- 
culated to make the most effective use of productive 
factors, given the relative proportions in which they 
exist at a given stage of economic development. Density 
of population, taken by itself, has little bearing on the 
problem of the volume of employment that can be pro- 
vided within the boundaries of national frontiers. The 
important consideration in this connection is the amount 
of raw materials and productive agents available in 
combination with the supply of labor. Furthermore, it 
should be recalled that in recent times the rapid de- 
velopment of the industrialized nations provided pro- 
gressively rising standards of living, in spite of a phe- 
nomenal increase in the number of their citizens. This 
general increase in production and income occurred in 
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all European countries, including those which, like the 
Scandinavian countries, did not resort to colonial terri- 
torial expansion. How did this come about.? 

Development of the Secondary Industries. As pop- 
ulation grows, the employment of an increasing num- 
ber of individuals on an area of land with given re- 
sources leads to diminishing returns per head, so long 
as production is confined to the primary industries, 
such as vegetable foods and raw materials, and techni- 
cal methods remain unchanged. As long as this pat- 
tern of the distribution of productive factors persists, 
improved technique may not be sufficient to prevent 
a decline in the standard of living when the labor sup- 
ply is rapidly increasing. 

When the existing standard of living is threatened in 
this manner, it carries a strong suggestion that the com- 
bination of the factors of production has been dis- 
turbed by the dynamic character of population growth. 
The labor supply has changed relative to the supply of 
raw materials and productive agents. A country, faced 
with such a situation, can prevent a decline in per 
capita output by applying its productive factors to 
types of industrial production in which land and other 
natural resources play a minor role, compared with 
requirements of skill, organizing capacity, and condi- 
tions of transport. This assumes, of course, that the sup- 
ply of capital keeps pace with the increased quantity of 
labor. This is the case where a country changes from 
the production of primary goods to the production of 
the almost infinite variety of finished manufactured 
goods, the output of the secondary industries. When this 
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change is accompanied by the economies of large-scale 
production and industrial concentration, the per capita 
real income of the population tends to rise. This is what 
took place in all the industrial countries of Europe 
during the fifty years preceding the war, 

Japan furnishes an illustration of a country subjected 
to the strain of population pressure in which a solution 
of the kind suggested above might be applied with 
prospects of considerable success. Its arab le land is 
densely populated, and the supply of raw materials 
small. The channels of emigration to potential immi- 
grant countries are closed, and territorial expansion has 
tempted an insignificant number of Japanese from the 
homeland. For purposes dictated by considerations of 
military necessity and national prestige, undue emphasis 
has been placed on the development of primary in- 
dustries, even to the extent of maintenance through 
government subsidies. Under these conditions the in- 
vestment of productive factors in secondary' industries 
would serve to give employment to' a large number of 
Japanese who now crowd the agricultural occupatibhs. 
SucEr investment would effect an internal redistribution 
of population, which, in turn, would result in a rational 
and effective utilization of the labor supply. 

Dependence on International Trade. The illustra- 
tion of Japan at once suggests that industrialization is 
dependent on international trade. The development of 
secondary industries in Japan requires, as its essential 
condition, access to the vast markets of the East lying 
within the reach of the Island Kingdom. Certainly the 
analogous European development, already referred to. 
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was accompanied by an enormous expansion in the 
volume of international transactions. If impediments 
to migration are to continue for some time to come, it 
is certain that international trade is an excellent substi- 
tute for migration. In the introductory chapter, the point 
was made that exchange of commodities is an indirect 
exchange of the agents of production. Through trade, 
countries with a relatively abundant supply of labor can 
export goods requiring large quantities of labor rel- 
ative to the other factors of production, and can im- 
port goods requiring large quantities of those factors 
in which the importing country is deficient. A country 
having a large laboring population is in a position to 
benefit by such an exchange, providing that it concen- 
trates its industrial efforts on the secondary industries. 


CHAPTER 


I V 


Population in the 
United States 


In the two preceding chapters the population problem 
was examined in its relation to the organization of in- 
ternational economic life. In the course of the discus- 
sion it was shown that the present form of the world., 
economic structure has been determined in large meas- 
ure by the growth of the European peoples and their ; 
world-wide distribution through migration. 

This chapter approaches the problem from a some- 
what different standpoint. Its emphasis is placed on the 
domestic problems of a social and economic character 
caused by rapid changes in the numbers and distribution 
of the population of the United States. The chapter 
immediately following will examine the economic and 
social significance of changes in population in the 
United States and estimates of future growth based upon 
present trends in birth rates, death rates, and immigra- 
tion. 
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The student of American economic life is in a better 
position to approach the development of economic in- 
stitutions if he understands the significance of popula- 
tion growth in the United States. Furthermore, a more 
detailed study of the population of the United States 
will reveal the processes of growth common to all 
countries of western civilization, because the forces at 
work here and abroad are essentially the same, and the 
trends of growth are similar. Finally, the intensive study 
of a single country will familiarize the student with the 
type of data, and the standards of measurement, on 
which all population studies are based. 


POPULATION GROWTH 


The rapidity of the growth of the nations of Europe 
in the last hundred and fifty years cannot compare with 
the phenomenal growth of the United States, which 
has never been equaled elsewhere in the period of re- 
corded history. Similarly, the history of the migration 
and settlement of peoples contains no chapter so sig- 
nificant as the record of the westward expansion of the 
United States. The present section describes the peo- 
pling of the continental area occupied by the United 
States, and analyzes certain problems co n nected with 
the growth and distribution of population. 

THE RECORD OF POPULATION GROWTH 

The first census in the United States was taken for 
the year 1790; since then census enumerations have 
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been made for every decade, which present a sufficiently 
accurate picture of the growth in numbers. Estimates 
have been made for the colonial period from i6io to 
1780. It has been estimated that in 1660 the population 
was 85,000; the number had increased to 3,929,000 in 
1790, the first census year. In i860 the population was 
31,443,000; in 1890, 62,948,000. Subsequent decennial 
increases were as follows: 1900, 75,995,000; 1910, 91,972,- 
000; 1920, 105,711,000; 1930, 122,775,000; while the 
last intercensal figure (estimated) showed a population 
of 128,429,000 in 1936. 

The analysis of rates of growth reveals that from 
1660 to i860 the rate of growth was remarkably uni- 
form, only occasionally rising above thirty-five per cent 
in a decade. From i860 to 1890 there was a slowing up 
of the rate of growth which remained fairly uniform at 
about twenty-five per cent per decade. The rate fell 
still lower in the next two decades, to twenty per cent, 
while in the two decades from 1910 to 1930 the rate was 
only a little above fifteen per cent. The effect of this 
falling rate of growth was to lengthen the period dur- 
ing which the population doubled itself. For the two 
hundred years from 1660 to i860 the population 
doubled itself about every 23.5 years. Subsequently the 
population only doubled itself in the thirty years from 
i860 to 1890; and in the succeeding forty years from 
1890 to 1930 it did not quite double. 

The largest intercensal increase in our history took 
place between 1920 and 1930, when 17,064,000 persons 
were added to the population. But this large increase 
was accumulated in the early years of the decade, and 
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since 1923, when an increase of 2,119,000 was reported, 
each subsequent annual increase has been smaller than 
the preceding year, until in 1932 only about 828,000 per- 
sons were added to the population. This annual trend 
suggests that the rate of population growth will con- 
tinue to slow up. Any estimates of future growth will 
depend upon the different trends assumed for birth 
rates, death rates, and net immigration, which will be 
discussed later in this chapter. However, in anticipa- 
tion of what will be said further on this subject, there 
seems to be no prospect of another doubling of the 
population. On the contrary there will be a trend 
toward a stationary or declining population. 

NEGROES AND FOREIGN-BORN WHITES 

The figures given above are for the United States as 
a whole, and therefore include all of its inhabitants, re- 
gardless of race or nativity. In this chapter particular 
attention will be given to the white population, in- 
cluding the native and foreign-born elements, because 
the whites compose the greater part of the total. Before 
proceeding with the subject, the present section will 
give a rapid review of the growth and distribution of 
the negroes and the foreign-born regarded as separate 
elements of the population. The trends of growth of 
/ the negro population do not present any problems of 
/ peculiar interest to the student of population. Even the 
foreign-born element, because of immigration restric- 
tion, is becoming of lesser significance as its proportion 
to the total population declines. The most important 
considerations relating to the growth and distribution 
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of the negroes and the foreign-born will be reviewed 
in this section. 

The Negro Element. In 1790, negroes comprised 

19.3 per cent of the total population, whereas in 1930 
they represented only 9.7 per cent. During this period, 
with the exception of one decade (1800-1810), the rate 
of increase among the negroes has been slower than ' 
among whites. When the annual rates of 1920-1930 are 
examined, it is observed that the trend of both rates is 
downward, the rate for whites falling more rapidly 
than the rate for negroes. 

Negro birth rates and death rates are higher than 
the rates for whites. The former have followed the 
same downward trend that marks the course of the 
white birth rates in the United States and abroad. From 

31.3 in 1920, the rate has fallen to 25.4 in 1931. The 
negro death rate has been uniformly higher than the 
death rate for the white population in the current 
death-registration area. In 1929, when the death rate 
for the white population stood at ir.4, the negro 
death rate was 17.1. In 1931, the death rate for whites 
was 10.6, whereas the negro death rate was estimated 
at 15.9. 

The negro population of the United States has always ' 
been concentrated in the rural regions of the South. ' 
In i860, over ninety-two per cent of the negroes lived 
in this region, although in later decades there was a 
trend toward a wider distribution. In 1930, over one , 
fifth of the negroes, or 21.4 per cent, were residing in 
other parts of the United States. The movement repre- 
sented by these figures presents itself in two aspects. 
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that of a northward migration of negro workers, and 
'/an urban movement of rural negroes taking place all 
over the country. While this movement represents an 
important shift in population distribution, it has come 
in response to economic forces, notably the rural-urban 
movement, to which the whole community has been 
exposed. 

Most significant, from the standpoint of the student 
of population problems, is the effect of the urbanization 
of the negro upon the future trends of population 
growth. Considerable differences exist between rural 
and urban birth rates and death rates, and between the 
age composition of rural and urban communities. The 
significance of these factors will be considered in the 
next chapter. 

The Foreign-Born Element. The foreign-born white 
element in the population, by the very nature of the 
definition of this classification, cannot be increased by 
births. The children of the foreign-born whites are 
placed by the census in the classification of native whites 
of foreign or mixed parentage. Consequently, the 
j deaths among the foreign-born can be offset only by 
immigration, and in consequence the trend of growth 
of the class depends ultimately upon the volume of 
immigration to the United States. 

In 1927 an excess of deaths over net immigration 
began, which marked a trend that has persisted ever 
since. Two factors are mainly responsible, the tempo- 
rary cessation of immigration during the World War, 
and the application of restrictive immigration legisla- 
tion that became effective in 1924. Assuming the main- 


UNITED STATES POPULATION 97 

tenance of such a policy, the rapid decrease in the num- 
ber of the foreign-born is to be expected. 

The number of children born to a thousand foreign- 
born women (the specific birth rate) has declined more 
rapidly among this group than it has among native- 
born women. This is due to the rapid Americanization 
of the foreign-born groups, among the ideas and stand- 
ards adopted being the preference for smaller families. 
Nevertheless, the fertility rates of the foreign-born are 
still higher than for the native whites. 

It is a matter of common knowledge that the greatest 
concentration of foreign-born whites is to be found in , 
the Northeast and in the states bordering on the Great 
Lakes. These are the highly industrialized regions of the 
United States, with the largest urban growth. In one 
sense, the present situation is a reversal of earlier trends, 
when immigrants sought out the vir^n farming lands 
of the West. The “frontiers of settlement” are found 
today in the large cities. Whatever may be the volume ] 
of immigration in the future, it is certain that it will / 
contribute to urban, rather than to rural growth. 


DISTRIBUTION OF POPULATION 


RURAL AND URBAN GROWTH 

The following table presents a picture of the distribu- 
tion of population in rural and urban communities."^ 

^ Adapted from Thompson, W. S., and Whelpton, P. K., Population 
Trends in the United States (1933), p. 20. This book is one of a series of 
monographs published under the direction of the President’s Research 
Committee on Social Trends. Reproduction here by permission of the pub- 
lishers, McGraw-Hill Book Company, Inc. 
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POPULATION AND PERCENTAGE DISTRIBUTION BY RURAL 
AND URBAN COMMUNITIES. 1810-1930 
(Population in Thousands) 



Places of over 2,500 

Places op less than 2,500 

Population 

Per Cent 

OF Total 
Population 

Population 

Per Cent 

OF Total 
Population 

i8zo 

677 

7.0 

8,961 

93.0 

1830 

1,085 

8.4 

11,781 

91.6 

1840 

I >973 

II. 6 

15,096 

88.4 

1850 

3 >901 

16.8 

19,191 

83.1 

i860 

6.531 

10.8 

14,911 1 

79.1 

1870 

10,095 

16.1 

18,464 

73.8 

1880 

14,311 

18.5 1 

35.845 

71-5 

1890 

iz,Z3o 

35-3 1 

40,718 

64.7 

1900 

30,196 

39*9 1 

45,698 

60.1 

1910 

41,099 

45.8 i 

45.873 

54.1 

1910 

54.356 

514 

31.354 

48.6 

1930 

68,955 

56.1 

33.810 

43.8 


One of the most significant aspects of the develop- 
ment of the United States is the rapid distribution and 
growth of population, known as the westward move- 
ment. The search for greater economic opportunity 
centered upon the exploitation of the vast agricultural 
resources provided by the virgin soil of a great con- 
tinent. The growth of the country in population and 
wealth was founded upon the basis of agricultural pro- 
duction. Consequently, until the last quarter of the 
nineteenth century the regions of most rapid growth 
were to be found along the frontiers of settlement. 

Present trends of growth are no longer determined 
by the search for agricultural opportunities. Agriculture 
is no longer a positive factor in determining areas of 
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growth. Mining, manufacturing, and trade arc the 
occupations that attract population today. In general 
it can be stated that changes in rates of growth of the 
population of the various states and divisions are to be 
accounted for by the development of urban concen- 
tration in response to industrial and commercial op- 
portunities. This is only another way of saying that 
dominant economic interests determine the pattern 
of population growth. 

The Rural Exodus. Before proceeding with the 
analysis of rural and urban growth, it is necessary to 
define the terms employed by the census. All villages 
and cities of 2,500 and over, together with certain un- 
incorporated villages and townships in the northeastern 
states, are classified as urban; all places below this 
number, as rural. It must be understood that this is 
a classification based on residence. Obviously, not all 
residents of rural areas, thus defined, engage in farming 
as a livelihood, and yet it may be desirable to distinguish 
the farming population from other elements. Conse- 
quently, an occupational classification is provided, di- 
viding the rural population into two groups, the rural 
farm population representing those practicing farming 
as a “gainful occupation”, and the rural nonfarm pop- 
ulation. Beginning in 1920, the increase in population \ 
can be classified as urban, rural nonfarm, and rural / 
farm. 

In the decade 1920-1930, while there was an in- 
crease of almost 2,500,000 in the rural population as a 
whole, the rural nonfarm population increased by 
about 3,700,000, but the rural farm population de- 
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creased by about 1,700,000. It is probable that the 
rural farm population was smaller in 1930 than it was 
in 1910. In 1930 the rural farm population was 30,- 
158,000, only 24.6 per cent of the total population. The 
decrease in absolute numbers of the rural farm popula- 
tion is caused primarily by the migration of farmers to 
the cities because of the superior economic and social 
advantages of city life. As a result of these changes 
in the rural farm population, the total rural popula- 
tion increased by 2,466,000 in the decade 1920-1930, 
compared with an increase of 14,600,000 in the urban 
population. 

When the depression of the early 1930’s brought the 
inevitable consequences of under-employment and un- 
employment in the industrialized urban areas, a reversal 
of the rural farm trend manifested itself in 1930 and 
subsequent years. In the former year the movement 
from farms to the cities was the smallest in several years, 
and the number moving in the opposite direction the 
largest. The result was a gain of 438,000 in farm popu- 
lation. In 1931 there was an increase of farm population 
of 648,000. These figures do not imply that the cities ac- 
tually lost by these amounts. The net loss of urban pop- 
ulation was 39,000 and 207,000 respectively. The bal- 
ance is represented by excess births over deaths in the 
farming regions that were retained in the rural areas. 

It is impossible to foretell whether this reversal of 
the normal trend will continue beyond the period of the 
depression. But the evidence indicates that it may not 
be permanent. Emigration from the cities is to farm- 
ing regions adjacent to urban centers, and may include 
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people recently moved to the cities who are returning 
temporarily to their families or friends because of loss 
of employment. Furthermore, there is no evidence that 
the economic factors causing the cityward migration 
in the past will operate with less force in the future, 
once a period of full recovery has been reached. 

Analysis of Urban Growth. It is evident from 1820 
onward (see table on page 98) that there has been a 
steady increase in the proportion of the population 
living in urban communities. The large increase rep- 
resents the cumulative effect of city growth cause d by 
the fact that the number of cities has been steadily in- 
crea^ng. In nearly all recent decades, the rate of 
growth for the small city has been greater tlian that 
for the larger. 

The study of the locations of the smaller cities re- 
veals that those undergoing the most rapid growth 
are located in the neighborhood of large cities, and 
therefore can be termed satellites. The latter have shown 
an increase of 36.2 per cent in the decade of 1920-1930 
compared with a growth of 19.4 per cent for the non- 
satellite group. The growth of these smaller cities 
within the limits of a large metropolitan area is de- 
pendent upon the development of communication and 
transportation represented by the telephone, rapid 
transit, the automobile, and the public highway. The 
same general observation can be made of rural areas 
within metropolitan districts — they have grown more 
rapidly than rural areas outside the metropolitan areas. 
These two developments reveal the powers of attraction 
of population exercised by the big cities. 
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GEOGRAPHIC SHIFTS IN POPULATION 
DISTRIBUTION 

In previous chapters there was occasion to refer to 
movements of population as the adjustment of the 
supply of labor to other productive factors, of which 
the supply of natural resources is the most important. 
In response to economic incentives, people may move 
across territorial frontiers, or the adjustment referred 
to above may take place within the boundaries of a 
/single country. The effective organization of a national 
economy depends on the maintenance of the mobility 
of the productive factors, including the supply of labor. 

The constant change in the distribution of the popu- 
lation of the United States has been a dynamic factor 
of great significance in the development of the coun- 
try. The movement of people from one region to an-, 
other, and from the smaller to the larger communities, 
has been especially marked in a country containing so 
many situations stimulating internal migration. A con- 
stant shuffling of the population is to be expected in a 
new and progressive country. Earlier population move- 
ments came as a result of the search for agricultural 
opportunities, of which the settlement of the old North- 
west and the extension of cotton culture into the South- 
west are examples. The exploitation of forest resources 
and of mineral deposits was accompanied by a distri- 
bution of the population dependent upon the develop- 
ment of these resources. 

Moreover, the change from an agricultural to a pre- 
■ dominantly industrial economy exerted a powerful 
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effect upon population distribution, to which refer- 
ence has been made in an earlier connection. And 
finally, the flow of immigration, contributing to the 
available supply of labor, has accentuated these pre- 
dominant trends of migration; and the application of 
immigration restriction, by reducing the supply of 
immigrant labor, has stimulated interregional move- 
ments from the areas of lesser to those of greater eco- 
nomic opportunity. In this section no attempt will be 
made to trace historically the complicated movements 
of population. But a brief presentation of present 
distribution will be given, with conclusions as to the 
likelihood of its permanence, and of its significance 
for future growth. 

The Native White Population. The outstanding fact 
of the geographic distribution of the native white 
population is that the highest proportion of this group 
is found in the South, in spite of the large percentage 
of negroes. The presence of the latter, whether slave 
or free, has discouraged foreign white immigration. 
In consequence, the proportion of the foreign white 
stock (five per cent) is very small. Since 1808 there 
has been no immigration of negroes into the United 
States, hence their numbers have been increased only 
by the excess of births over deaths. Moreover, the 
whites in the South have maintained a greater natural 
increase than the negroes. And finally, the migration 
of negroes from the South to northern industrial 
centers, which has occurred since 1910, has increased 
the proportion of whites in the total population of the 
South. 
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The smallest proportion of native white stock is 
found in the New England and Middle Atlantic 
states, in which the native white element represents 
38.8 and 43.6 per cent respectively of the total popu- 
lation of these divisions. In the East North Central 
and West North Central states is found a larger pro- 
portion, 57.3 per cent and 64.3 per cent. The sig- 
nificant fact in connection with these two divisions is 
that since 1900 there has been a steady increase in the 
■ proportion of native whites, due to the decline in im- 
migration. This is indicative of what will happen all 
over the country if immigration continues to de- 
cline; an increase in the proportion of native whites 
will result. In contrast to the above divisions, the 
proportion of native whites in the southern division 
ranges from 65.9 to 70.5 in 1930. The proportion of 
native whites in the United States as a whole is 
57-I- 

The examination of the distribution of native whites 
by size of community bears out the evidence presented 
,yin a preceding section, namely that the native white 
stock predominates in rural districts and small towns. 
It is true, of course, that throughout our history the 
rural areas have been losing population to the cities. 
But the decline in the proportion of the native whites 
in the rural population has been slower than the de- 
cline in the proportion of the total population in rural 
communities. Similarly, the small cities contain a 
higher proportion of native white stock than of the 
total population, although the reverse is true of the 
larger cities. In spite of the cityward movement of 
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the rural population, a large part of which undoubtedly 
consists of native white stock, the rural and small 
town population of the United States in 1930 was com- 
posed mainly of native white stock, in the proportion 
of 68.1 per cent, compared with 17.4 per cent of for- 
eign stock, and 12.4 per cent of negroes. The sig- 
nificance of this fact is of the greatest importance in 
the determination of the future composition and rates 
of growth of the population, and will be referred to in 
a later section. 


AGE COMPOSITION OF THE 
POPULATION 


In a previous chapter it was established that the in- 
crease in population of western Europe has been ac- 
companied by declining birth rates and death rates. 
The most significant effect produced by falling birth 
rates is the resulting change in the age composition 
of the population. When the birth rate of a population\ 
contmues to fall over an appreciable period of time, 
the first effect is to reduce the proportion of children, 
which automatically raises the proportion of persons/ 
at older ages. As long as such a decline contmues, the 
proportion of children and young adults will con- 
tinue to decline and the proportion of older people 
will increase. 

A declining death rate accompanying a declining 
birth rate will hasten the fall in the proportion of 
children and increase the proportion of older people 
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because under these conditions a larger proportion of 
persons born will live to middle life or later. When 
the population is composed of a relatively large propor- 
tion of older people, the downward trend of the death 
rate will come to an end, and death rates may even 
rise, in spite of all that sanitation and medical science 
can achieve. The reason for this is that a population 
made up of a relatively large proportion of older people 
contains a relatively large number in those age groups 
among which the greater proportion of deaths occur. 

In the United States, especially, immigration has 
played an important part in determining age composi- 
tion. Immigrants are usually young adults in the prime 
of life. Since the greatest volume of immigration oc- 
curred in the years preceding the period of the World 
War, these additions to the population have contrib- 
uted to the middle-aged groups, and increased the 
proportion of these groups relative to the rest of the 
population. Of almost equal significance with immi- 
gration is the effect of internal migration on the age 
composition of the population, when studied by re- 
gions or by size of community. 

PROPORTIONAL CHANGES IN AGE 
GROUP 

The chart on page 107 illustrates the striking changes 
taking place in the distribution of the population by se- 
lected age periods.^ Proportional changes in age groups 
can be summed up in the statement that tl^ proportion 

^From Thompson and Whelpton, op. ciL, Fig. 17, p. 108; by permis- 
sion of the publishers, McGraw-Hill Book Company, Inc. 
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of jhe population below the age of thirty is declining, 
whereas die proportion thirty years of age and above is 
increasing. The most spectacular change has occurred 
in the age group of children 0-4 years of age. This de- 
cline has gone so far that in the decade 1920-1930 


P 

1970 1980 


Percentage Distribution of the Population, by Selected 
Age Periods, 1850-1980 

there was an absolute decrease of about 129,000 in the 
number of children 0-4 years of age. The number 
of children born during 1925-1929 was less than the 
number born during 1920-1924. The age group 5-19 
also shows a steady proportional decline. Quite re- 
cently the same trend has been observed in those 20-29 
years of age. The relative stability of this group, in face 
of the decline in the proportion of younger groups, can 
be accounted for by the influx of immigration, which 
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is heaviest at these ages, and which reached its largest 
volume in 1910-1913. 

As a result of the decline in the proportion of those 
below thirty, it is not surprising to find corresponding 
increases in the proportion of those at older ages. The 
/ age group 30-44 has been affected partly by immigra^ 
tion, but to a greater extent by the fact that it is re- 
cruited from the larger number of children born prior 
to 1900. The next group of persons, 45-65, has shown 
a large proportionate increase; it has doubled in num- 
bers in the last thirty years. 

The true picture of the aging of the population is 
presented most clearly in the change in the proportion 
of the population sixty-five years of age and over. 
This group, representing 2.5 per cent of the population 
of 1840, had more than doubled in 1930 (5.4 per cent). 
In point of numbers this means that elders are more 
than ten times as numerous as they were in 1850, 
whereas the population is only a little over five times 
as large. If the present trend continues, the proportional 
changes in this group will be more striking than for 
any other age group of the population. It is con- 
servatively estimated that the elders of sixty-five and 
over will represent 12.1 per cent of the total popula- 
tion by 1980. 

DISTRIBUTION OF THE POPULATION 
BY AGE GROUPS 

By Regions. The following table presents the per- 
centage of the population by ages and regions in 1930: 

® Condensed from Thompson and Whelpton, op. cit„ Table 33, p. 120; 
by permission of the publishers, McGraw-Hill Book Company, Inc. 




UNITED STATES POPULATION 


DISTRIBUTION OF THE POPULATION BY AGE GROUPS AND 
REGIONS IN 1930 


REGION 

0-4 

S-I9 

20-29 

30-44 

45-64 

6 s 

TOTAL 

Northeast 

8.4 

2 - 7*7 

1 ^^*7 

2.2..9 

18.6 

5.6 

100.00 

North Center 

8.9 

iS.i 

16.5 

li.I 

i8.x 


100.00 

South . . . 

II.O 

33*6 

^ 7*5 

18.9 

14.9 

4.1 

100.00 

1 

West . . . 

8.2. 

16.3 

16.6 

2.3.2.. 

19.7 

6.0 

i 

100.00 


This table reveals a number of important and in- 
teresting variations in the regional distribution of 
population. The small proportion of children under 
five in the Northeast and North Center is accounted for ^ 
by the lower birth rates and the heavier immigration of 
young adults of the highly industrialized regions with 
large urban populations. The most striking fact as to 
the distribution of the younger groups is the pre- 
dominance in the South of young people under twenty. 
This larger proportion of young people at the non-! 
productive period of life constitutes a heavy burden on/ 
the older groups. 

As to the middle-aged groups, the West has a high 
proportion of adults at these productive ages, to be ac- 'y' 
counted for in the main by migration from other parts 
of the United States. At the other extreme, the South 
is found to have the lowest proportion of adults at 
productive ages. In 1920-1930 about 420,000 persons 
between the ages of twenty-five and thirty-four must 
have emigrated to other regions, and this loss was 
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not repaired by an influx of foreign immigration. 

Regional differences in the distribution of the older 
groups in part counterbalance the differences in the 
proportions of young dependents mentioned above. 
The West has the largest proportion of elders, and 
the South the smallest. If the number of dependents 
(0-19, and 65 and over) in proportion to the popula- 
tion of productive age (20-44) considered, it is 
found that the ratios for the different regions are as 
follows: the South has a ratio of 100 persons of pro- 
ductive age to 134 dependents; in the North Center 
the ratio is too to 112, in the Northeast, 100 to 105, 
and in the West too to 102. It is evident that the 
problem of the care of the young and old dependents 
is greater in some regions than in others, and that it 
reaches its most acute form in the South. 

By Size of Community. The greater proportion of 
i /young people below the age of twenty is found in the 
rural districts. In general, the rule follows that the 
smaller the community, the larger the proportion of 
young people. It is greatest in the rural farm popula- 
tion and smallest in the largest cities. On the other 
hand, the urban migration of rural inhabitants has 
drawn the larger proportion of young adults in the 
prime of life to the cities, Chiefly on account of these 
facts, ic.is not surprising to find a preponderance of 
persons beyond middle age in the cities, where they 
have established themselves during their more pro- 
ductive years. 

Certain significant facts emerge from the analysis of 
the age composition of the population. The causes of 
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the changes taking place are: a falling birth rate,' a', 
differential birth rate between town and country dis- 
tricts, the internal movement of the population, of 
which the most significant aspect is the rural-urban 
migration, and changes in immigration policy. The 
first three factors have been at work for a considerable 
period of time, and there is no evidence that they will 
be any less effective in the future. The change in im- 
migration policy is of more recent origin but, as far 
as one can judge at the present, popular opinion endorses 
this policy. Consequently, it is not too hazardous to fore- 
cast that the trend toward fewer children and more 
elders will continue. 

Certain consequences of these age trends may be of 
the greatest significance in the development of the 
country. An absolute decrease in the number of young 
children may bring about a shift in the emphasis of ’■/ 
the program of public education. The fact that the 
burden of child education and welfare is so much 
heavier upon those of productive age in the rural dis- 
tricts than it is upon the adults living in cities, indicates 
that rural education and child welfare should be con- 
sidered of national rather than of purely local concern. 
The children of the farms and small villages increase 
and in many cases maintain the population of the cities. 
Inferior country schools and standards of child welfare 
affect adversely the future of the country as a whole. 

Turning to the other extreme of the age scale, the 
aging of the population will have certain consequences 
on social legislation and industrial policy, as well as 
more generalized effects. The Social Security Pro- 
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gr am of old age pensions must be established in face 
of the fact that the 5.4 per cent of the population 
over sixty-five years of age in 1930 will probably rise 
to over 12 per cent by 1980. The “dead line” of in- 
dustrial employment where men over forty years of 
age are considered superannuated, and their places 
filled by younger men, will have considerably more 
significance when 38 per cent of the population will be 
over forty-five years of age in 1980, as compared with 
22.9 per cent in 1930. If the productive power of the 
older age groups is not used to the full, an increasing 
proportion at these ages will become dependent or 
semi-dependent and must be supported in some way 
along with the naturally dependent young and very old. 
On the other hand, if the full productive power of the 
constantly increasing proportion of the population in 
the productive period of life can be utilized, an increas- 
ing standard of living may be expected. 

No one can predict the generalized effect of a greater 
number of older people upon the national character. 
But the guess may be hazarded that the tendency will 
be toward a more conservative outlook in which the 
desire for security will carry more weight than the 
speculative temper characteristic of a new and rapidly 
growing country. This change in outlook may possibly 
affect the character of American business organization 
and political institutions. 





CHAPTER V 


Social and Economic Signifi- 
cance of Population Changes 


Population statistics for the United States indicate, 
beginning in i860, a steady decline in rates of growth. 
This chapter will describe the part played in this de- 
cline by changes in the number and rates of births and 
deaths, and by changes in the volume of immigration. 
At the same time, the social and economic significance 
of these population changes in the United States will 
be considered. 


FACTORS PRODUCING POPULATION 
CHANGES 


The three factors producing population changes are ^ 
births, deaths, and population movements. In the 
United States, up to the present time, the factor of pop- 
ulation movement has been immigration. 
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BIRTHS 

The analysis of births requires a study not only of 
the number of births, but also of the birth rate and, 
particularly, of birth-rate differentials existing among 
various population groups. 

The Increase in Births. With the rapid growth of 
population in the United States, the number of white 
children under five increased rapidly, every succeeding 
decade showing a constant increase over the preceding 
one. Estimated white births were 239,000 during 1800 
and 2,497,000 during 1920. 

The trend 1920-1930 is of the greatest significance 
in that this period witnessed a reversal in the trend 
that had probably prevailed in all past decades. A 
larger number of births occurred in the 1920’s than 
in any previous decade; but whereas previous records 
of decennial growth would in all likelihood have 
shown a steady annual increase through each decade, 
the decade 1920-1930 showed a larger number of births 
during 1920-1924, and thereafter a steady decline in 
the annual number of births. Moreover, this decline 
continued in the depression years of the early 1930’s. 
In 1933 the number of births officially reported was less 
than 2,100,000, compared with the maximum of 2,950,- 
000 in 1921. 

The Decline in Birth Rates. The crude birth rate 
has declined steadily for over a century.^ The crude rate 
for the white population has fallen from 55.0 per thou- 
sand in 1800 to 26.1 in 1920, and 20.1 in 1930. 

^ The crude birth rate is obtained by dividing births by the total popu- 
lation expressed in thousands. 
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A more exact comparison of births can be obtained 
by the use of specific birth rates, that is, the number of 
births per thousand women of specified ages. Such a 
rate is free from the distortion produced by changing 
age composition, which affects crude rates. The birth 
rate for white women in the age group 15-44 shows v- 
an even more rapid decline than the crude birth rate. In 
1800 there were 278 births per thousand white women 
between the ages of 15 and 44, compared with 87 in 
1930. The latter rate is about thirty-one per cent of the 
figure for 1800. Between 1920 and 1930 the rate fell from 
1 13 to 87; on a relative basis this represents a decrease 
of twenty-three per cent, the largest that has ever oc- 
curred in a single decade. 

Another device for measuring long-run trends in y 
population growth is that of “net reproduction rates” 
described in the previous chapter. This is a measure in- 
dicating whether the present generation of mothers is 
supplying a sufficient number of children in the next 
generation who in their turn will survive through the 
childbearing period. 

The most recent data indicate , that the net repro- , 
duction rate of the white population of the United' 
States declined from 1.128 in 1925 to 1.049 in 1928. The 
latter figure, showing a rate above replacement needs 
of only 0.049, indicates fehat at the end of the decade of 
the 1920’s the United States was steadily approaching V 
a reproductive equilibrium. Moreover, in subsequent 
years the rate has fallen below unity, standing at 0.997 
in 1932 and 0.961 in 1935.^ Since a net reproduction 

^ Cf. Population Index, Vol. Ill, pp. 149 and 214. 
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rate below unity represents a population that is failing 
to replace itself, the fibres last cited imply that at the 
rate at which children are now being born, the number 
of women of childbearing age living some thirty years 
from now will be smaller than the number of such 
women at the present time, leaving out of account 
possible changes in immigratidn and emigration. 

Birth-Rate Differentials. Confining attention to the 
decade 1920-1930, this period showed a general de- 
cline in the number of births, beginning in 1921. Imthe 
various geographical divisions of the United States, the 
decline in specific rates and net reproduction rates was 
accelerated. The only exception is the New England 
division. The slight increase to be found there is due 
to the fact that falling fertility manifested itself at an 
earlier period in that division, so that a tendency toward 
stabilized fertility among the native whites is now be- 
coming evident. Three divisions, New England, the 
Middle Atlantic, and the Pacific, have net reproduction 
rates below the replacement level. 

In general, net reproduction rates are higher than the 
replacement level in the more rural parts of the coun- 
try, and in the South. The great difference in fertility 
of urban and rural communities has been the subject 
of frequent comment. This differential has existed for 
well over a century. Between 1920 and 1930 the native 
white rural population declined more rapidly in fer- 
tility than the native white urban residents. In spite of 
the more rapid decline in rural than urban fertility, the 
differential between the two rates remains very large. 
In 1930 the rural ratio of children under five for the 
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total population was 660 per 1000 women aged 20-44, 
more than fifty per cent above the highest urban ratio 
(436 in cities of 2,500 to 25,000). In general it can be 
said that the ratio falls with the increase in the size of 
the community. Thus in 1930 the ratios were as follows: 
farm population, 730; rural nonfarm, 584; towns, 
2,500-25,000, 436; 25,000-100,000, 386; 100,000-250,000, 
378; 250,000-500,000, 330; 500,000 and over, 343. 

The significance of these ratios for future growth of 
population is demonstrated by a table of reproduction 
rates per generation for the white population of the 
United States. Such calculations yield the following 
reproduction rates for classifications of the white pop- 
ulation by size of community, 1930:“ 


Cities 

500,000 and over 78 

250.000- 500,000 .76 

100.000- 250,000 87 

25,000-100,000 ...... .89 

2,500- 25,000 i.oo 

Total urban .87 

Rural 1.47 

Urban and rural nonfarm combined . .1.03 

Rural non farm 1.33 

Rural farm 1.62 


From this table the conclusion is warranted that only 
the rural communities and villages and towns of 2,500 
to 25,000 have fertility rates sufficiently high for re- 
placement, with a margin above this for population 
growth, while the larger cities and metropolitan areas 
are not providing for the maintenance of their popula- 
tions. This rural-urban differential is the most con- 

®Lorimer, Frank, and Osborn, Frederick, Dynamics of Population 
(1934). Condensed from Table 7, p. 28; by permission of the authors. 
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spicuous phenomenon of the geographical distribution 
of the population of the United States. The more rapid 
decline in rural fertility rates than in urban rates in the 
last decade indicates that this differential may not be so 
great in the future, but it is unlikely that it will ever 
disappear entirely. 

SOCIAL SIGNIFICANCE OF GROUP 
DIFFERENTIALS 

These differential rates of growth must be examined 
as to their extent, their consequences for future growth, 
and their social and biological effects, in so far as these 
can be scientifically determined. In this section, con- 
sideration will be given only to variations in reproduc- 
tive rates classified by regions and by social classes in 
the United States. 

It is fundamental to social welfare that each genera- 
tion should transmit unimpaired its heritage of culture 
and intelligence. This is considered essential to any 
country aspiring to democratic government and the 
maintenance of free institutions. It is pertinent there- 
fore to inquire as to the quality of the population, and 
more particularly, as to whether the persons who will 
make up the population of the future are born and nur- 
tured under conditions favorable to the maintenance 
and development of the highest cultural and intellectual 
kvels. 

In order to determine how variations in fertility may 
affect the future social heritage of the nation, it is 
necessary to formulate some standard by which intel- 
ligence may be measured. Much fruitful labor has been 
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devoted by psychologists to the organization of “in- 
telligence” tests, but it would be a mistake to infer from 
the title that they measure intelligence in the sense of 
inherited capacity divorced from all environmental 
influence. “Intelligence”, as measured by such tests, 
is partly a product of environmental forces. It may be 
concluded that every such test elicits responses affected 
by hereditary factors as developed in a given environ- 
ment. It would be better to refer to the conclusions 
drawn from such tests as indices of “cultural-intellec- 
tual development”, and thus avoid the implication that 
“intelligence” tests somehow measure innate abilities 
exclusively. Since, for the moment, social heritage alone 
is being considered, it is appropriate to use indices of 
“cultural-intellectual development”, without attempting 
to determine the relative importance of hereditary and 
environmental factors involved. 

Regional Variations in Cultmcd-lntellectml Levels. 
A graphic presentation of the effects of different cultural 
levels in the United States on the future social heritage 
of the nation is presented in Lorimer and Osborn’s 
demographic map of cultural-intellectual development.^ 
In presenting a composite picture, hy states, of different 
levels of culture, the authors have chosen such stand- 
ards of measurement as the scores made by the drafted 
men in the army psychological tests applied during the 
World War, magazine circulation, the contribution of 
the various states of citizens listed in “Who’s Who”, 
and native white illiteracy. The map is completed by the 
determination of an average composite score based on 

^ Lorimer and Osborn, op, cit., Chapter IX 
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these standards, and applicable to every state in the 
union. 

The next step is to superimpose on the map of cul- 
tural-intellectual development the rates of natural in- 
crease or decrease of the population by states, which 
represent the rate of population change per generation. 
The two sets of data therefore show the relationship 
between regional variations in reproductive trends and 
regional variations in the level of cultural-intellectual 
development by states, as of 1920. With discouraging 
uniformity the map shows that the largest increments 
of population growth come from the states with the 
lowest levels of cultural-intellectual development, 
whereas the states standing highest in this respect have 
reproduction rates either barely sufficient for replace- 
ment, or below replacement needs. 

The authors conclude that their study presents evi- 
dence that . . . “for some time a disproportionate share 
of successive generations is likely to be drawn from 
areas that are now characterized by rather low cultural- 
intellectual development and poor educational oppor- 
tunities. The effect of this tendency on the cultural and 
political life of the nation cannot be lightly gainsaid.” ° 
It must be borne in mind that no judgment is being 
made of the biological significance of this negative asso- 
ciation of cultural-intellectual levels and reproductive 
' trends. What this study emphasizes is that the cultural 
level of each generation determines to a large extent 
the environmental factors that will affect the intellectual 
development of the next generation. Nor can anyone 

^Lorimer and Osborn, Op. 184 
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question the fact that the cultural standards of parents, \ 
which determine the home environment, are at least . 
as important an element as formal education in the 
intellectual development of the child. The conclusions 
reached raise the issue whether the existence of areas 
of low cultural-intellectual development should not be- 
come a matter of national concern, in view of the fact 
that the present pattern of population growth is causing 
a disproportionate spread of lower culture levels. Where 
such levels exist, a vicious circle is established. Re- 
tarded development encourages the maintenance of 
high fertility, and excessive fertility tends to retard 
economic and cultural development. Farsighted eco- 
nomic planning may be necessary to break this circle. 

Variations in Cultural-Intellectual Levels among So- 
cial Classes. Both in Europe and in the United States a 
considerable body of statistical evidence has been ac- 
cumulated on the differential birth rates of groups of 
different social levels, and on “intelligence” ratings of 
school children from different racial or social groups. 
Only the general conclusions drawn from such studies 
can be cited here. It is generally accepted that there 
is a positive association between social status and cul- 
tural-intellectual levels. Wherever social status is meas- 
ured by income or occupation of the father, it is to be , 
expected that greater ease of life made possible by larger 
incomes will produce better environmental conditions 
in home life, schooling, and so forth. It has been equally 
well demonstrated that there is a negative correlation 
between fertility and social status, that is to say, the i 
higher the social status the lower the fertility rates. 


122 


POPULATION AND RESOURCES 


rsr 



The two series combined furnish the basis for a study 
of the effect of differential birth rates on the distribution 
of levels of cultural-intellectual development in succes- 
sive generations. The conclusion to be drawn is that 
there is a tendency toward a gradual lowering of the 
average cultural-intellectual level as an effect of present 
reproductive trends among different social groups. 

This conclusion may have no biological application; 
but even so, the effect on social heritage is serious 
enough. Families whose economic position enables them 
to transmit to their children the best advantages that 
our civilization offers are making only a small contribu- 
tion to the future population, whereas the poorer fam- 
ilies, with low cultural levels, make the largest con- 
tribution. This trend is just the opposite, in its effects 
on social heritage, to the one that an enlightened social 
policy should aim to establish. 

DEATHS 

The United States has been slower than the Euro- 
pean countries to organize comprehensive and accurate 
statistics on deaths. The Bureau of the Census began, in 
1910, the collection of such statistics in a limited area 
comprising the original death-registration states," and 
from 134 cities outside these states situated for the most 
part in the Middle Atlantic and East North Central di- 
visions. By 1929 the death-registration area included the 
entire population except certain rural areas and smaller 
cities in South Dakota and Texas. For statistics of deaths 

® The New England States, New York, New Jersey, District of Columbia, 

Indiana, and Michigan 
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in the white population prior to 1900, students must 
refer to reports from states or cities. Those from Massa- 
chusetts are considered the most accurate, and give the 
earliest reports available, going back to 1789. 

The Crude Death Rate. The Massachusetts record 
from 1789 to 1931, which can be assumed to be fairly 
typical of the country as a whole, shows a phenomenal 
decline in the crude death rate.^ It fell from 27.8 per 
thousand in 1789 to 11.4 in 1931, a decline of sixty 
per cent. The rate of decline has been twice as rapid 
during the period following 1890 as it was during the 
preceding period, 1789-1890. This downward rate cor- 
responds closely to that occurring in the original death- 
registration area since 1900. 

The remarkable achievement of the progress in sani- 
tation and medicine is thrown into sharp relief by the 
figures for the number of deaths in the United States. 
From 1910 to 1931 there was only a slight increase in 
the number of deaths per annum. For two thirds of this 
period the variation was between 1,490,000 and 1,380,- 
000. This result was obtained in spite of the fact that 
the population increased from about 92 millions in 1910 
to over 123 millions in 1931. 

In connection with crude death-rate trends, it should 
be pointed out that a continued decline is not to be 
expected. The low rates prevailing today in the United 
States and the countries of western Europe are possible 
because the population has increased very rapidly in 
the recent past, so that the age groups are favorable 

'^ Obtained by dividing the total number of deaths by the total popula- 
tion and expressing the results as deaths per thousand persons 
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to a low crude death rate. When these populations 
grow more slowly, or reach a stationary state, a corre- 
sponding change will occur in age composition. When 
the proportion of older people increases, the death rate 
is bound to rise, for it is among the older groups that 
the greater number of deaths occur. 

Specific Death Rates. A more accurate conception of 
mortality trends is provided by specific death rates, 
that is, the deaths in a given age period divided by the 
population in that age period, and expressed as the 
number of deaths per thousand persons of tliat age. 
In this manner it is possible to discover at what ages 
the greatest saving of life has taken place, and to de- 
termine where in the future the greatest effort should 
be centered in order to reduce further the incidence of 
mortality. 

When this measure is applied to the Massachusetts 
figures, it is found that there has been a consistent de- 
cline in specific rates at most ages. But the decline has 
not come about by equal reductions at all ages. The 
declines are far greater for the rates of infants in the 
first two years of life. The rate for children under one 
year of age declined from 155.1 in 1855 to 61.8 in 1929; 
the rate for children at the age of two declined from 
40.0 in 1855 to 5-5 ill 1929- At older ages the decline 
is proportionately less with advancing age. Only a 
small decrease has occurred between the ages of fifty 
and sixty. Between sixty and seventy the trend has 
fluctuated but was no lower in 1929 than it was in 
1855. Rates above seventy have fluctuated, although 
averaging somewhat higher in the more recent life 
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tables. Modern science and sanitation have not in- 
creased the life span. The conclusions reached from 
the Massachusetts figures are substantially confirmed 
by the later records from the death-registration 
areas. 

The saving of life revealed by the decline of specific 
death rates, taking place throughout the nineteenth 
century in western Europe and the United States, es- 
tablishes the fact that the control of infant and child 
mortality has been the most important factor in the 
growth of population in lands inhabited by Europeans 
and their descendants. The reduction of infant and 
child mortality in many countries has gone so far that 
it is doubtful whether further large gains can be 
achieved at these ages. 

The probability is that if the death rates are to be 
further reduced in the future, a greater effort must be^, 
made to reduce the number of deaths of the middle- 
aged and older adults. In the future the effort of science 
to prolong life must make headway against the de- 
generative diseases that cause a much higher proportion 
of all deaths now than formerly. 

Thus the changing age composition of the popula-\ 
tion, the approaching limit to the reduction in infant 
and child mortality, and the difficulties in the way of 
the effort to reduce mortality in later years, point to the 
fact that specific death rates will decline more slowly 
in the future, and that this decline may not be sufficient 
to offset the effect of age composition on the crude 
death rate, with the result that a rise may be expected 
in the latter. ‘ 


126 


POPULATION AND RESOURCES 


THE TREND OF BIRTHS AND DEATHS 

What assumption as to future trends can be made 
on the basis of the trends observed in the past ? Births 
are subject to human control to a much greater extent 
than deaths. The spread of the knowledge of contracep- 
tives over larger population groups presents the theo- 
retical possibility of a birth rate approximating zero. 
There is justification for believing that differences in 
the number of births in country and town, and differ- 
ences between more accessible and less accessible rural 
areas, are closely related to the extent and spread of 
knowledge of contraceptive methods. The present rapid 
decline in rural fertility rates may be accounted for by 
the diffusion of information facilitated by the modern 
developments in transportation and communication 
serving to bring city and country into closer contact. 

However, such an extreme decline is hardly likely to 
occur. It has already been observed that certain com- 
munities, where declines began prior to 1900, provide 
evidence to support the idea that such communities 
have reached a point of stabilization in fertility rates 
such as has occurred in France. Nevertheless, the de- 
cline of American fertility has been accelerated, for 
the country as a whole, during the last decade. The 
flexibility of the birth rate is significant in view of the 
relative stability in mortality during the last few dec- 
ades. It is difficult to say how rapidly the birth rate 
will continue to fall and at what point it will become 
relatively stable. ~ - 

The significant , fact. with, respect to the death rate 
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is that the total number of deaths each year has re- 
mained fairly constant. The number of deaths 1930- 
1932 was practically the same as in the late pre-war 
period. Human control over the death rate can achieve 
results within rather narrow limits. The death rate can 
never fall to zero, since mankind cannot expect to livei 
forever. The utmost that can be achieved is an increase 
in the average expectation of life, somewhat above the 
sixty years which at the present time a person may, 
on the average, expect to live. 

Coincident with the fairly constant number of deaths, 
a steady decrease has taken place in the number of 
births. While the total population is still growing, the 
margin between total births and total deaths is narrow- 
ing each year. The decline iri net reproduction rates^ 
which takes vitality and mortality into account, is 
evidence that the decline in population growth is 
caused by the more rapid decline in specific birth rates, 
than in specific death rates. The United States is so 
close to a reproductive equilibrium that the increase 
now taking place can be attributed to an age distribu- 
tion extremely favorable to population growth. 

IMMIGRATION 

In a country like the United States the growth in 
population cannot be considered solely in terms of the 
annual excess of births over deaths. Growth in num- 
bers is a composite of natural increase plus immigrant 
arrivals minus emigrant departures, or net immigra- 
tion, for any given period. 

The Volume of Immigration. From 1820 to 1930 
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the greatest migration of population known to history 
brought 37,950,000 immigrants to the United States. 
In the thirty-year period from 1890 to 1920 about 
18,000,000 aliens gained admission. The highest figure 
for any single year occurred in 1907, when 1,337,000 im- 
migrants were admitted; however, more than a million 
immigrants annually were admitted in 1910, 1913, and 
1914. 

The World War served to provide an effective bar- 
rier to international migration, in consequence of 
which the number of admissions fell below 150,000 
for two successive years in 1918 and 1919. Thereafter 
heavy immigration was resumed in 1920 and 1921, 
when admissions totaled respectively 427,000 and 802- 
000.® 

Since the adoption of an immigration restriction 
policy by the United States Government, as embodied 
in the temporary Percentum Limit Act of 1921 and 
the Immigration, Restriction Act of 1924, the ebb and 
flow of the immigrant tide in response to changing 
business conditions, typical of earlier periods, no longer 
prevails. The quota restrictions embodied in these acts 
set limits to the range of the fluctuations of the move- 
ments of immigrants. Federal policy has replaced eco- 
nomic opportunity as the barometer of immigration. 
In spite of an increase in immigration from Canada 
and Mexico (the quota provisions did not apply to 
countries of the Western Hemisphere), the annual 
number of admissions averaged around 300,000 for 

^ For the significance of migration movements to international economic 
organization, see the above, pp. 9-14. 


POPULATION CHANGES 129 

the period of six years from 1925 to 1930. Canadian 
and Mexican immigration represented on the average 
about forty per cent of the total immigration during 
this period. 

The advent of the depression of the present decade 
inaugurated a new chapter in the history of immigra- 
tion into the United States. The fundamental law con- 
trolling immigration remains unchanged, but a greater 
degree of restriction has been obtained by a rigid ad- 
ministrative interpretation of requirements for ad- 
mission. In this manner, through the strict adminis- 
trative interpretation of physical, mental, or moral 
requirements, through the literacy test, and particularly 
through the requirement that aliens cannot be admitted 
who are “liable to become a public charge” (the so- 
called L.P.C. clause),* virtual exclusion has been se- 
cured. During the last few years, beginning in 1931, 
the United States has become a country of net emigra- 
tion. In that year alien departures exceeded arrivals by 

10.000. In 1932 the net departures had increased to 

112.000. 

The general trend of net immigration has been 
similar to that of immigrants arriving, except that the 
total net movement is smaller, and that the maximum 
number appears in slightly different years. The largest 
net addition in any one year was 817,000 in 1910, fol- 
lowed closely by the figure of 815,000 for 1913. 

Annual Natural Increase and Net Immigration. An 
interesting question arises as to the extent to which 
natural increase and immigration have contributed, 
respectively, to total population growth. Such estimates 


130 POPULATION AND RESOURCES 

have been presented by Thompson and Whelpton, 
who reach the conclusion that immigration has played 
a relatively small part directly as compared with nat- 
ural inaease in contributing to the population growth 
from 1910 to 1931. The results of their smdy are shown 
in the following figure.® 



Population Growth from Natural Increase and Net 
Immigration, 1910-1931 

From 1800 to 1830 immigrant arrivals represented 
less than five per cent of the population growth of these 
decades. In the next decade, 1830-1840, less than fifteen 
per cent of the growth came from immigrant arrivals, 
while from 1840 to 1910 the average for the period 

® From Thompson and Population Trends in the United 

States, Figure 34, p. 300; by permission of the publishers, McGraw-Hill 
Book Company, Inc, 
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was thirty-three per cent. Since 1910 an average of not 
more than twenty per cent was contributed by immi- 
gration. 

It has been argued that immigration does not rein- 
force the population, but merely serves to replace the 
natives by foreign elements. According to this con- 
tention, it promotes this process of substitution by caus- 
ing the native birth rate to fall as a consequence of 
the pressure of immigrant competition on the native 
worker. However, those who have followed the ac- 
count of the trend of births set forth in this and pre- 
ceding chapters are forced to the conclusion that the 
decline is due to factors other than immigrant com- 
petition. Furthermore, authorities have been able to 
show that even if the birth rate had remained constant 
for each decade, immigration actually contributed a 
net decennial increase to population greater than the 
additional births which would have resulted from a 
stabilized birth rate.“ 


ESTIMATED FUTURE POPULATION 


ESTIMATE OF GROWTH 

Students of population trends have devised a method 
of estimating future population growth, based on sep- 
arate assumptions for the future trends of birth rates, 
death rates, and net immigration. The past trends of 
these component factors in population growth have 
been reviewed in previous sections of this chapter. For 
the purpose of estimating future population growth, 

Thomp.son and Whelpton, op. ciL 
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how should these trends be projected into the future? 
Should they proceed on the assumption that the direc- 
tion of trends recorded in the past will continue to be 
the same as in the past, or should they assume, on the 
basis of present indications, an accelerated or retarded 
rate of change? 

Birth rates, expectation of life, and net immigration 
are highly variable factors of growth. Immigration is 
altogether a matter of federal policy, and the future 
course of that policy is anybody’s guess. The size of 
the American family, and the determination of the 
number of children a married couple wishes to rear, 
is, a highly individualized problem determined by the 
complicated reaction of parents to a multiplicity of 
environmental influences affecting their choices and 
standards. TTigi .expectation.of life, on the other hand, 
is the least variable among these, factors, because less 
subject to human control. The method of calculation 
that has been devised is designed to take account of pos- 
sible variations in these component factors of growth. 
Several computations can be made, each based on dif- 
ferent assumptions as to probable future trends of births, 
deaths, and net immigration. The result of such com- 
putations is presented in the figure on page 133, where 
“high”, “medium”, and “low” estimates are given, 
based on three different assumptions as to trends of 
births, deaths, and net immigration.^^ 

Alternative Estimates of Future Grou/th.lOn the basis 
of , the “high” assumptions, population will increase 

^^From Thompson and Whelpton, op. cit.. Figure 36, p. 315; by per- 
mission o£ the publishers, McGraw-Hill Book Company, Inc. 
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at a rapid rate and will exceed 200 millions in 1980 
with a continued growth for several decades thereafter. 

Under the “low” estimate, the population will in- 
crease slowly to about 138 millions between 1955 and 
i960, and then gradually decline, reaching the figure 
o f 129 ^ 
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“low’l than to the “high” assumptions. The “medium” 
assumption as to mortality considers the fact that dif- 
ferences in climate, in industrialization, and in urban 
concentration will prevent the attainment in the United 
States of the high average life expectancy prevailing 
in New Zealand, used as a basis of calculation in the 
“high” estimate. The average for the United States 
may be expected to reach 64.7 years in 1950, but 
probably will never exceed 66 years for the white popu- 
lation. The contribution of immigration under this 
“medium” assumption will be at the rate of 150,000 
after 1940. 

Probable Future Trend. The authors of these esti- 
mates believe that future growth is almost certain to 
be less than the figures given in the “high” estimate, 
and may be higher than represented in the “low” 
figures. The “medium” assumptions as to births and 
deaths are nearer to those on which the “low” estimates 
are based; nevertheless, at the time of the publication 
of their conclusions they were of the opinion that the 
“medium” estimate of 155 million persons in 1980 was 
more likely to overstate probable future growth than 
to understate it. 

Population changes occurring in 1920-1933 were 
below the “medium” estimate. The total number of 
births in 1933 was reported to be less than 2,100,000; 
this figure might be increased by 100,000 to allow for 
nonregistration of births. Even so, the corrected total 
of births for 1933 is below the “medium” assumption 
for 1934. Present indications are that population growth 
in the next few decades wiir'ruh somewhere between 
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the paths charted by the “medium” and the “low” 
estimate^ 

ECONOMIC CONSEQUENCES OF THE 
DECLINE IN POPULATION GROWTH 

The phenomenally rapid growth of the United States 
has cast a strong spell over the minds of her citizens. 
It is essential to understand its effects on prevailing 
attitudes and scales of value, because these, in turn, 
influence the character of the institutions that pro- 
vide the practical means for the expression of the ideals 
and aims of the community. Americans, to a greater 
degree than other nations, have been preoccupied with - 
“bigness.” In the past, rapid growth of the population 
has been accompanied by a rising standard of living for 
the masses, and in consequence it is natural that a 
rapid increase in numbers has come to be associated 
with progress and prosperity. Furthermore, men are 
prone to assume the identity of their own interests with 
the public welfare. When a growing population sup- 
plies a large number of unskilled workers and a con- 
stantly expanding domestic market, business men are 
likely to assume that any other situation would be 
disastrous to the national welfare. To jthena, a stable 
population means stagnation. 

From the standpoint of socialjwelfare, a decline in 
the rate of population growth, and the eventual at- 
tainment of a condition of relative stability, does not 
necessarily imply a decline in prosperity. The problem 
must be examined in the frame of reference of the 


Cf. Lorimer and Osborn, op, cit., pp. 3-6. 
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optimum density theory, where the welfare optimum 
is achieved by a proper balance in the factors of popu- 
lation, resources, and the technical equipment of 
./society. If technological advance continues, and the 
manner of the distribution of the national income pro- 
vides increasing purchasing power for the masses, and 
industry is intelligently directed toward the adjust- 
ments necessary to meet the changing conditions in 
production and marketing, it is reasonable to expect an 
increase in per capita real income and welfare. 

Probable Readjustments in Specific Industries. The 
declining rate of population growth, in the presence 
of vast stores of durable goods, technical equipment, 
and tools for production already saved, may hold out 
the promise of better wages for the masses of the 
population. Nevertheless, this may be in part offset by 
increases in per unit costs of some types of mass-pro- 
duction goods which have in the past kept such unit 
costs low by reason of the increase in volume of pro- 
duction for ever-expanding markets. Problems of re- 
investment of the funds of enterprise and of the in- 
vestment of new savings in production for a much less 
rapidly growing population will be quite different 
from such problems when enterprisers were assured of 
the large annual increments to the population of the 
I past. The shift from rapid increase to a slower rate of 
\ growth in population will have certain serious conse- 
'...quences for industry. 

In. the first place, business organization will have 
fewer additional customers. Between 1920 and 1930, 
seventeen million new customers were added to the 
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population. I£ no more than ten million are added in 
the succeeding decade, and declines continue there- 
after, it is obvious that business cannot rely on the ad- 
ditional consumption of new customers to the same ex- 
tent as in the past. An intensification of competition 
may result, leading either to further monopolistic con- 
trol, or to greater efforts toward the lowering of costs 
through greater efficiency of production. 

In the second place, the decline in population growth 
may require readjustments in certain industries, ac- 
cording to the degree such industries are dependent 
on population growth for the maintenance and expan- 
sion of their markets. Adjustments will be more diffi- 
cult in industries undergoing rapid technological im- 
provements, with a large investment of capital per unit 
of product, and producing commodities subject to an 
inelastic demand. Agricul ture, unfortunately, is in this 
category. The construction industries must also be in- 
cluded, as well as the real estate business. These can 
hope to expand only as population grows, unless a 
program for the provision of better houses, rather than 
more of them, and the elimination of city slums is 
undertaken to counterbalance the loss of markets 
caused by declining rates of growth.^ 

On the other hand, there are many industries, pos- 
sibly the majority, that are more independent of popu- 
lation growth, whose products can be sold in greater 
quantity if consumer purchasing power is increased. 

^®This statement does not preclude the possibility o£ a very marked 
building boom in the next few years due to the appearance of shortage 
resulting from the long years of the depression; the discussion is intended 
to refer to the long run. 
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In the m^.5_such manufacture products 

that cannot be regarded as necessities of life. An in- 
crease in the per capita income of the population would 
develop customers from persons and classes hitherto 
excluded from the market; and further progress 
towards greater equality in the distribution of income 
would still further increase these numbers. Upon such 
developments must industry depend for an expanding 
market under conditions when the population growth 
is declining. 

It must be noted that the preceding discussion has 
concerned itself with the readjustments made neces- 
sary by a decline in the rate of growth in population, 
which is not the same thing as an absolute decline in 
numbers. Should the population actually begin to 
decline absolutely, the required readjustments in the 
industries and finance of the modern economic system 
would be much more drastic. It is not intended here to 
discuss the latter, since the questions as to when the 
population will decline, and whether it will decline, 
are matters of conjecture. On the other hand, the de- 
cline in the rate of growth of population has already 
begun; and the economic problems related to it will 
face the present generation. 

Change in Social Outloo\. Prospective changes in 
industrial and business organization have been pre- 
sented only in the barest outline, the purpose being 
to suggest that the future planning of economic and 
social life must take into consideration changes in rates 
of population growth. The present slowing up of 
growth may produce effects on the national outlook 
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that will facilitate the social and economic adjustments 
inevitable in the near future, should the slower growth 
continue. If Americans should give up their preoccupa- 
tion with the quantitative aspects of their civilization, 
more attention might be given to the quality of living. 
More emphasis might be placed on ways and means 
of organizing more effectively in order to secure a 
better life for the average man. The period of adjust- 
ment to slower rates of growth which the United 
States is just entering will involve problems as numer- 
ous and as complex as it has faced in the past during 
the era of rapid population growth and expansion. But 
the problems will be different, and will require a differ- 
ent mental outlook from that which has prevailed in 
the past. The abandonment of rapid growth and big- 
ness as an ideal may lead to the adoption of a standard 
of social welfare as the truer measure of progress; and 
it may be that the “new frontiers” in this different type 
of development will prove to be as alluring and per- 
haps as “profitable” as were the frontiers of the nine- 
teenth century. 



Natural Resources 


The support of a population of whatever size depends 
upon the supply of the means of life furnished by the 
available and known natural resources accessible to it. 
When the entire period of recorded history is consid- 
ered, one must conclude that the cultural levels attained 
by societies in the various stages of human development 
depend in large measure on the state of the arts by 
means of which such civilizations attain mastery over 
their physical environment. Consequently, the greater 
the success in adapting material things to human uses, 
the higher will be the level of culture prevailing at 
the time. These elements of the physical environment, 
consisting of useful or potentially useful things, com- 
prise the natural-resource base of human society. 

It is a truism to say that population cannot increase 
beyond the capacity of natural resources to support it. 
Human beings everywhere depend for subsistence on 
the utilization of land. The subject matter of the pres- 
ent chapter is concerned with the problem of the 
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amount and distribution of natural resources through- 
out the world, the effects of dynamic changes in 
methods of utilization in recent times, and the implica- 
tions of these changes with respect to population growth 
and welfare. 

The most obvious fact with respect to land is its ex- 
tension in space. From the dawn of history the land 
surface has been used by human communities for 
hunting or pasturage and agriculture. The forests pro- 
vided the earliest materials for primitive industries and 
for the support of game. On the other hand, later stages 
of human progress made increasing use of materials 
found below the surface of the land. A classification 
based on these components of the resource base will be 
applied in this chapter. The land surface yields vegetable 
and animal goods, and in addition, the cotton, wool, and 
silk fibers, and the varied products so essential to a 
civilized life. The subsurface provides a wealth of 
mineral resources, the foundation of the modern in- 
dustrial structure.^ 


AGRICULTURAL RESOURCES 


The Malthusian analysis takes only a part of the 
natural-resource base into account. The term “subsist- 
ence” as used by Malthus includes only the supply of 
food necessary for the maintenance of life. This rigorous 
exclusion of other aspects of the supply of natural re- 

^ In thi.s chapter only vegetable and animal foodstuffs will be discussed. 
For a discussion of forest resources see Mclsaac, A. M., and Modlin, G. M., 
Social Co7itrol of Industry, 
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sources is not so damaging to his theory as might appear 
at first sight. Granting his assumptions as to the princi- 
ples governing the increase of numbers and of subsist- 
ence, the inability of the food supply to keep pace with 
population growth would undoubtedly be the great 
and final obstacle to further increase. As pointed out 
elsewhere, the weakness of his position lies in the as- 
sumptions on which his principle of population is based. 
In the chapter on population growth, an examination 
was made of the Malthusian assumptions as to the 
character and rate of the increase of numbers. In this 
section criticism will be directed toward his doctrine 
of the relation of subsistence to population growth. 

ELASTICITY IN THE UTILIZATION OF 
LAND 

The position of Malthus was predicated on the fixity 
of the supply of land, which in turn limited the supply 
of food. But from the standpoint of the population prob- 
lem, the physical extension of the land area is of far 
less significance than the possibilities of the utilization 
of land. If a given land area can be made to yield twice 
the former product under new methods of cultivation, 
the same result is achieved, from the standpoint of sub- 
sistence, as if by some miracle the land area had been 
doubled, while the art of cultivation had remained 
stationary. 

Herein is revealed the inadequacy of the Malthusian 
analysis with respect to subsistence. According to the 
doctrine, the only notable addition to subsistence could 
come from the plowing of additional land. The arts 
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of cultivation were regarded as relatively static. Mod- 
ern studies of the food factor in the population problem 
emphasize the elasticity in the supply and uses of land, 
through the application of the principle of the substitu- 
tion of factors, the contribution of invention, taken in 
its broadest meaning of the progressive development 
of human control over nature, and the possibilities of 
international trade. 

CONTRIBUTION OF SCIENCE AND 
INVENTION 

The significance of these factors can be more fully 
appreciated from a review of the contributions of ap- 
plied biology, aided by mechanical inventions. From 
the standpoint of the biologist, the subsistence side of 
the population problem involves interferences with the 
selective processes that existed before man became 
a directing force in the further evolution of living 
matter.^ These interferences may be classified under 
three heads: First, man can control the physical 
agencies that limit the survival and quality of the 
species of plants or animals that serve his needs. 
Secondly, he can eliminate the species that compete 
with him for the means of subsistence by preying upon 
the species of use to man. And in the third place, he 
can undertake the selective improvement of the species 
that at one level or another contribute to the support 
of human life. 

Concerning the first, it is only necessary to recall the 
developments in the field of soil chemistry, the control 

^Charles, E., The Twilight of Parenthood (1934), Ch. I, passim 
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of moisture through drainage and irrigation, and the 
production of chemical fertilizers. Another line of 
advance is in the development of drought-resisting 
plants. 

The elimination of species that compete with man 
calls attention to the losses inflicted by weeds, parasites, 
and pests on the species that are useful to man. The 
agricultural losses from the last two alone have been 
estimated to be in the neighborhood of twenty-five per 
cent of world production. Scientific agriculture wages 
unremitting warfare against such pests, by the develop- 
ment of fungicides and insecticides, by the method of 
hyperparasitization, and by genetic selection for im- 
munity. 

The third method of control calls attention to the 
selection of high-yielding varieties of plants or animals. 
The development, from the crossing of two other 
varieties, of the Marquis wheat which matures in 103 
days, has made possible the extension of the wheat- 
growing area in North America from the wheat belt 
of the United States across the prairie provinces of 
Canada. In animal breeding great strides have been 
made in the selection of early breeding varieties, and 
in the increase of the proportion of meat or milk to 
the feed required. 

What has been said above illustrates the high degree 
of elasticity in the uses of land resulting from the 
application of scientific knowledge to agriculture. 
Mechanical inventions have materially furthered this 
development. The steamship and the railroad, together 
with the means of communication, have afforded access 
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to new and fertile regions of the world, which have 
added immeasurably to the world supply of foodstuffs. 
Besides the opening up of new lands, many inventions 
have introduced economies in the use of land. For in- 
stance, since the World War the introduction of the 
tractor in the United States has released some twenty 
million acres from the production of oats formerly 
used for the maintenance of horses and mules. Thus, 
additional land is now available for production more 
directly associated with the support of human beings. 

In summarizing the achievements of biology and 
mechanical inventions, it is well to notice that those of 
the former, particularly, are today applied only in cer- 
tain localities. It is undoubtedly true that if mankind 
exploited to its fullest extent the stock of scientific 
knowledge now available, food production could be 
increased many times without resort to new lands. 
Even if population were to increase for a century to 
come, the pressure of population on subsistence might 
not establish the level of a minimum of subsistence. 

As a matter of fact, the expansion in the supply of 
the necessities of life has more than kept pace with the 
growth of population. Increase in numbers has been 
accompanied by larger output, higher real incomes, and 
rising standards of living. Two causes account for this 
fortunate situation. In the first place, scientific progress 
has effected an absolute economy in the use of land, by 
means of technical inventions and improvements, and 
developments in the science of agriculture referred to 
in the preceding paragraphs. There is no reason to sup- 
pose that this manifestation of human intelligence and 
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ingenuity has reached a limit. The progress of science 
and the general decline in the rate of population growth 
indicate that whatever problems the future may have 
in store, they will not originate in the failure of agricul- 
tural resources to supply the needs of the population of 
the world. 

In the secoad place, international trade has made 

available to countries in which land is a relatively scarce 
factor an abundant supply of agricultural commodities 
from countries more abundantly supplied. In such coun- 
tries, agricultural production on a large scale can be car- 
ried on more effectively and at lower cost than in the 
countries with deficient land resources. 

AGRICULTURAL COMMODITIES IN 
INTERNATIONAL TRADE 

The failure of Malthus to recognize the importance 
of the effects of technical progress on productivity ac- 
counts in part for the limited usefulness of his doctrine 
to the student of modern population problems. Because 
of this weakness, his doctrine placed an undue emphasis 
on the limitation of the supply of land. Another cardinal 
weakness is the absence of any stress on the possibilities 
that exist in industrialization and international trade. 
Both these defects may be traced to a disposition to 
underestimate the importance of inventions and im- 
provements in the arts. 

With respect to the subject of international trade, 
Malthus gives the impression that he is expounding 
conditions peculiar to an isolated state, within whose 
boundaries population must be brought into balance 
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with subsistence. His attitude may have been colored 
by the fact that, at the time he wrote, England was in a 
condition of virtual economic isolation caused by the 
Napoleonic Wars. Economic self-sulSiciency may have 
appeared, if not desirable, at least inevitable. And 
furthermore, even in time of peace, international trade 
in his day was of small dimensions. 

Considerations presented in the introductory chapter 
clearly indicate that movements of factors of produc- 
tion or commodities, or both, have an important bear- 
ing on the problems created by the limitation in the 
supply of land lying within the boundaries of different 
nations. The movement of factors tends to offset the 
inequalities of the distribution of land areas with respect 
to population. And movements of commodities be- 
tween regions and nations serve to increase the effective 
land supply of nations insufficiently equipped with 
agricultural resources. Standards of living have ad- 
vanced as a result of the development of an inter- 
national economic system based originally and pre- 
dominantly on the exchange of commodities between 
the manufacturing and the agricultural regions. If 
further evidence needs to be produced, the develop- 
ment of the British Empire affords a convincing illustra- 
tion. 

It will be superfluous to bring forward any further 
arguments in support of this position. A careful read- 
ing of the introductory chapter should make it suffi- 
ciently plain. However, the need for emphasis on the 
importance of international trade as an aspect of the 
population problem arises from the fact that in many 
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discussions concerning population pressure and the 
dangers of overpopulation, the significance of the move- 
ment and exchange of goods is not realized. Modern 
population theory must take account of the theory of 
international trade. 

In view of the possibilities for an absolute economy 
in the use of land, and for an increase in the effective 
supply of land through the movement of agricultural 
commodities, it is possible to assert that the world has 
nothing to fear from a prospective failure of the supply 
of food, providing that technological advance continues, 
and the abundant land resources of the world are made 
available to all countries through the movement of 
agricultural products in international trade. 


MINERAL RESOURCES 


Mineral resources form the second classification into 
which the natural resources of the world are divided. 
Until the Industrial Revolution, mineral supplies had 
played a relatively unimportant role in the economic 
and political development of nations. Prior to that time 
the direction of the growth of national life was guided 
by advantages of geographical position with respect to 
existing arteries of trade and commerce, and by indus- 
trial activities based on the product of an essentially 
agricultural economy, including foodstuffs and the 
manufacture of commodities like textiles, the raw 
materials for which are produced by a community of 
farmers. 
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EXPLOITATION OF MINERAL 
RESOURCES 

The Industrial Revolution introduced new processes 
that in turn gave rise to a demand for the utilization of 
raw materials whose value up to that time had scarcely 
been realized. New manufacturing activities sprang 
into existence, dependent to a great extent on domestic 
supplies of mineral resources. The era of industrial 
development that began with the opening of the nine- 
teenth century created a further demand for raw 
materials in even greater volume and variety. The 
required resources were, however, unequally distributed 
over the world with respect to those nations whose 
large and enterprising populations were best prepared 
to make effective use of the new industrial technique. 
This urgent demand introduced a stage of industrial 
history marked by a diligent search for new sources of 
supply. 

For these reasons foreign exploitation became a more 
and more conspicuous elernent in the situation with 
respect to mineral resources. In spite of the objectionable 
connotations of the word, exploitation is necessary to 
make supplies of essential minerals available to the 
world. In economic terms the activities connected with 
exploitation represent the efforts of national economies 
to adapt themselves to a new proportionality of the 
factors of production made necessary by dynamic 
changes in technique. When potential resources exist 
in countries lacking the capital or labor and skill to 
make the most effective use of them, material progress 
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would have been retarded, if not prevented altogether, 
by the failure to make such resources available. The 
drive for raw materials enabled the countries where 
industrial development was proceeding at a rapid rate 
to draw upon rich sources of supply in economically 
backward regions. 

One aspect of this development was the “peaceful 
penetration” of underdeveloped countries with small 
populations and scanty supplies of capital, which were, 
and continue to be, independent national units. On the 
other hand, the search for raw materials, and the closely 
allied demand for foreign markets, led to a demand 
for colonies in pursuit of which the selfish and ruthless 
practices of imperialistic expansion were disguised by 
specious phrases or defended by appeal to the law of 
economic necessity. 

MINERAL RESOURCES AND NATIONAL 
DEVELOPMENT 

When coal and iron became the foundation of the 
modern state, these minerals worked revolutionary 
changes in the distribution of national power in the 
civilized world. The nature of these changes becomes 
clear when modern states are grouped in different 
categories determined by the character of their economic 
life. By reason of their types of production, they fall 
into three groups, the agrarian, the industrial, and the 
balanced.® 

Agrarian nations are able to feed themselves and, 

^ Simonds, F. H., and Emeny, B., The Great Powers in World Politics 

(1935). P- 63 
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in addition, to produce an exportable surplus of food- 
stuifs and perhaps of other raw materials. They may 
possess quantities of various raw materials and minerals 
which they cannot themselves convert into finished 
goods because of a lack of coal or iron, or for a variety 
of other reasons. 

The industrial countries of the second group lack 
sufficient agricultural land to maintain their large popu- 
lations, and likewise must import a number of raw 
materials in order to maintain a high level of industrial 
output. The advantages of training and skill, and acces- 
sibility to sources of supply and to market outlets, in the 
industrial countries, more than compensate for these 
deficiencies. 

The third group (the balanced economies) occupy 
a fortunate position in which they can feed their popu- 
lations and, at the same time, supply the needs of their 
industries from domestic supplies of raw materials. As 
will be later pointed out, this does not mean that the 
balanced countries are, by any means, free from the 
need for international trade. 

The agrarian group includes the states in South 
America and continental Asia, as well as certain small 
European states. To the industrial group belong Great 
Britain, Germany, Italy, Japan, and France; and to the 
balanced group, the United States, Soviet Russia, and 
the British Empire as a whole. 

The significant fact, in this connection, is that no 
agrarian state ranks as a Great Power. The reason is not 
difficult to find; national power rests on strength in war 
on land and sea and in the air, and military strength is 
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determined, not so much by man power, as by mechani- 
cal equipment for war. Industrial nations alone have 
the strength to triumph in a war of machinery.^ 

DISTRIBUTION OF WORLD MINERAL 
RESOURCES 

The course of the discussion given in the previous 
section leads to the conclusion that the possession of 
mineral resources is of overwhelming importance to 
modern nations in securing for them a position of 
power and influence in world affairs. The question of 
the distribution of mineral wealth among the principal 
nations remains to be considered. 

In this connection the reader should consult the 
compilation of data on the world distribution of mineral 
wealth presented on the opposite page.” The figures 
opposite each country show the percentage produced 
in that country during 1929 of total world output of 
the several minerals in the same year. The figures in 
the last column combine these percentages according 
to a scale of weighted values for the different minerals.” 
The chart is designed to show the world distribution 
of mineral wealth in 1929. The figures of mineral pro- 

The problem of access to raw materials has an important bearing on 
national policy. See below, Ch. XL 

^ Reproduced by permission from Sampson, Edward, “Mineral Com- 
merce and International Relations”, Journal of the Franklin Institute, 
January 1936, pp. 22-29. 

^The original tables show also the world distribution of the fer- 
roalloys and miscellaneous metals. The most striking instances of con- 
centration of the ferroalloys are: molybdenum in the United States, nickel 
in Canada, chromite in Southern Rhodesia, manganese in the U.S.S.R, 
and India and Ceylon, tungsten in China, and venadium in Peru. Of 
the miscellaneous group the notable instances of concentration are: as- 
bestos in Caiiada, platinum in the U.S.S.R., and diamonds in the Union 
of South Africa and the Belgian Congo. 
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duction do not include the known but hitherto unex- 
ploited mineral wealth o£ which various nations are 
possessed in unequal amounts, the utilization of which 
ma y have important bearings in the future on national 
industrial supremacy and national policy. 

Minerals Essential to Industrial Power. The attempt 
to rank the industrial position of nations on the basis of 
their possession of mineral resources presupposes the 
application of some sort of mineral standard.^ In classi- 
fying mineral resources in the order of their importance 
to industrial development, the fuels and iron ore should 
obviously head the list, because the machine age is 
founded on the consumption of power applied to a 
great variety of mechanical appliances made of iron 
and steel. Second in importance come copper, lead, and 
zinc, used extensively in manufacturing and rising in 
importance with the development of the uses of elec- 
tricity. This second group should also include phos- 
phates, potash, nitrates, and sulphur, used extensively 
in the preparation of fertilizers, and in a vast range of 
manufacturing and refining operations. These two 
groups include the minerals that are either essential or 
. necessary to the attainment of nafibnal power.' 

But there are' other minerals that constitute important 
additions to the natural-resource base. The most im- 
portant of these are the ferroalloys used in the making 
of iron and steel, including nickel, manganese, chro- 
mite, fluorspar, vanadium, tungsten, and others. The 
nations specializing in the primary industries find these 

’’ The classification used here is suggested by C. K. Leith, World Minerals 
and World Politics (1931), Ch. III. 
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essential in the manufacture of steel with the physical 
properties demanded by its various uses. These, together 
with asbestos, mica, mercury, graphite, antimony, and 
tin, are used in relatively small quantities, but are never- 
theless essential to an industrial economy. Many of these 
substances are found in distant parts of the world, but 
because of the small quantities involved, they can be 
transferred to the industrial centers. 

The possession of gold and silver plays a subordinate 
role in determining the industrial ranking of nations. 
Industrial power cannot be built on gold and silver. 
In 1928 the value of the world production of pig iron 
was three and a half times that of gold, and the value 
of fuels was thirteen times as great.® In general, it can ' 
be said that the mineral position of countries is deter- 
mined by the natural resources included in the first 
two groups. 

Position of Nations with Respect to Mineral Re- 
sources. An examination of the chart on page 153 estab- 
lishes the overwhelming predominance of the United 
States as a producer of mineral wealth. The resources 
included in the first and second mineral groups, with 
the exception of nitrates and potash, are found in this 
country in greater abundance than in any other parts of 
the world. The United States is not only the largest 
owner of minerals, it is also the largest producer and 
the largest consumer. 

Notwithstanding these bountiful provisions of na- 
ture, the United States is almost entirely lacking in a 
supply of several important minerals, notably many of 

® Leith, C. K., op\ cit., p. 45 
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those belonging to the ferroalloy group, besides tin, 
asbestos, nitrates, and potash, and is dependent on 
foreign imports to supplement a deficiency in its supply 
of a number of others, such as mercury, tungsten, and 
fluorspar. 

Next to the United States Great Britain has control 
of the greatest supply of world minerals, but within its 
own boundaries it has only a small amount. Of those 
it possesses, only coal, fluorspar, and china clay exist 
in abundance. Its supply of iron ore must be supple- 
mented by imports. The relative position of the two 
countries is graphically presented in the last column of 
the chart, where the total weighted share of world pro- 
duction is shown to be, respectively, 34.x and 4.9 per 
cent. 

On the other hand, this disparity in mineral wealth 
is greatly reduced if the mineral resources of the British 
Empire are considered as a single group. Its control 
extends to 21.3 per cent of the total world supply. 

The striking fact with regard to the five other great 
powers, Germany, France, Russia, Italy, and Japan, is 
the relative scarcity, in comparison with the United 
States and the British Empire, of the supply of mineral 
resources for the organization of economic life on an 
industrial basis. 

Regional Concentration of Mineral Resources. Ignor- 
ing for the moment considerations of political control, 
certain conclusions can be drawn from the nature of 
the geological occurrence of mineral resources as be- 
tween different regions. The largest reserves are con- 
centrated in comparatively few districts. For example, 
although iron ore is widely scattered over the globe. 
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three fourths of the world’s annual total production 
in 1931 came from the United States, England, and 
certain restricted areas in Sweden and Spain. Coal 
suitable to coke for power uses is most extensively 
located in the United States, Great Britain, and western 
Germany. Further instances of mineral concentration 
will be revealed by a study of the chart. 

INTERDEPENDENCE OF NATIONS 

This summary review of world resources emphasizes 
certain important aspects of the world economy. Agri- 
cultural and mineral resources are unequally distributed 
with respect to population. Furthermore, through the 
provision of nature, or by means of the exercise of 
political pressure or military power, certain great powers 
exercise control over the regions of the world in which 
the greatest reserves of raw materials are concentrated, 
although no one nation is entirely self-sufficient with 
respect to its domestic supplies:' 

The obvious consequence of this conjuncture of cir- 
cumstances is that nations are mutually interdependent 
as to agricultural and mineral supplies. Even the most 
richly endowed nation is necessarily dependent upon 
the world supply of certain materials. The international 
economic organization of society arises out of this 
mutual dependence. The lines of trade traverse the 
seas and cross land boundaries. Nearly a third of the 
world’s mineral tonnage, of which coal, oil, and iron 
constitute the greatest proportion, moves across inter- 
national boundaries.® 

The world economic problems presented by the 

® Leith, C. K., op. eit., p. 13 
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growth and distribution of population and the location 
and control of natural resources have been passed in 
review. Part One of the book, dealing with these sub- 
jects, serves to illustrate the thesis presented in the 
Introduction; namely, that economic welfare in the long 
run depends on a relatively free international move- 
ment of factors of production and of commodities. The 
inequality in the distribution of world resources plays 
an important part in the formation of national policy. 
The demands of nations for economic self-sufficiency 
and relief from population pressure has led on the one 
hand to the drive for territorial expansion discussed in 
previous sections, and on the other, to the promotion 
of commercial policies which, however ill-conceived, 
are designed to bring some measure of protection and 
security. 

Part Two of this volume will carry forward the argu- 
ment by an examination of the theory of international 
trade, and of the effects of conflicting national com- 
mercial policies in preventing or retarding the develop- 
ment of international economic organization. 


PART TWO 


INTERNATIONAL TRADE 
AND COMMERCIAL POLICY 





CHAPTER VII 


The Nature of International 
Economic delations 


In the Introduction to this book, it was explained how 
the structure of international economic organization 
rests on the policies and practices associated with inter- 
national movements of factors of production and com- 
modities. But it was pointed out that these movements 
have never occurred oh aTcale sufiEciently large to over- 
come altogether the inequalities in the distribution of 
resources with respect to population. Tnae purposes and 
policies of difierent nations have modified or obhfucted 
the tendency toward international specialization and 
division of labor. 

One of the most important ways in which the govern- 1 
ment affects economic life is through its control over the ■ 
economic relations between its citizens and those of.i 
other countries. To what extent and for what purposes 
should governments attempt to control international 
economic relations.? Before this question can be dis- 
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cussed the nature of international economic relations, 
the advantages that result from them, and the economic 
forces that govern them must be considered. 

Broadly conceived, international economic relations 
consist of the movement across national frontiers of 
(i) c^mmodhies, (2) cy)ital^ (3) services, and (4) 
gopuiation.~Each of these will be briefly considered, 
parBcular attention being paid to the first two. 

COMMODITIES 

The League of Nations has estimated that interna- 
tional trade amounted to 69 billion dollars in 1929. In 
1934 world trade amounted to only 23 billion dollars,^ 
a recession of two thirds from the 1929 value. It should 
be noted, however, that the physical volume of world 
trade declined only one third during this period. In 
view of the acute economic nationalism of recent years, 
and the severe prostration of economic activity during 
the depression, it is a striking indication of the strength 
of the economic forces making for international trade 
that there was not a greater decline than actually oc- 
curred. 

I n the broad flow of commodities among nations 
three main currents may be observed. The first of 
these is the exchange of tropical products for commodi- 
tks from the temperate zone. This was one of the earli- 
est forms of international trade, and still maintains a 
considerable degree of importance. The bulk of the 
world’s rubber, coffee, cane sugar, and the like is sup- 

^ These figures are calculated in terms of the pre-1934 gold value of the 
dollar, 23.22 grains of fine gold. 
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plied by agrarian tropical countries in exchange for 
manufactures and other products from countries situ- 
ated in the temperate zone. But many of these tropi- 
cal products are now produced under a plantation sys- 
tem that was instituted largely through the aid of 
foreign capital and managerial ability. 

A seco nd current of trade is that between the indus- 
trial countries, and the agrarian and raw-material pro- 
ducing countries of the temperate zone. Some temper- 
ate-zone countries, of which the United States is a 
notable example, have a widely diversified economy 
which permits the export of agriculture and mineral 
raw materials as well as industrial products. Many 
temperate-zone countries have economies that are pre- 
dominantly either agricultural or industrial, however, 
so that there is a fairly clearly defined flow of raw 
products in one direction, and manufactured goods in 
the other. 

With the enormous increase in population that took 
place during the nineteenth century, international trade 
in food products became increasingly important. This 
followed, in large part, from the specialization of in- 
dustrial nations in manufacturing to a point where, in 
view of the population increase taking place, some were 
no longer self-sufficient in respect to food. England is 
perhaps the most striking example. Furthermore, as the 
Industrial Revolution progressed, the industrial nations 
became more and more dependent on a wide variety of 
raw materials that they either could not produce 
themselves for climatic reasons, or found it cheaper to 
import. Among these products are cotton, silk, wool, 
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hemp, and hides. In addition, the Industrial Revolution 
marked an increasing importance for minerals, not 
only for iron and coal, which are fairly widely distrib- 
uted, but as technique improved, for minerals such as 
copper, nickel, tin, sulphur, magnesium, chromium, 
tungsten, and a host of others. Many of these are found 
in workable concentrations in only a few countries. 
/ There is no country in the world, not even the United 
States or Russia, that has all of the mineral raw mate- 
rials needed in modern industry, and the only way of 
obtaining access to them, aside from war and con- 
quest, is through international trade. 

A third clearly m^ked current in international trade 
is the exchange of industrial products among the indus- 
trialized nations themselves, a type of trade that is of 
far greater importance than is often realized. Thus, be- 
fore the 1930-1933 depression Germany was sending 
three fourths of its industrial exports to European in- 
dustrial countries, which also provided a market for 
three fifths of the industrial exports of the United States. 
This situation arises from the fact that a large share of 
the output of industrial countries consists of machines, 
chemicals, electrical appliances, and the like, which are 
adapted to the use of industrial countries rather than 
agrarian countries. 

Moreover, the large population of many of the in- 
dustrialized countries, together with their relatively 
high standards of living and mass purchasing power, 
provide the chief markets for most of the manufactured 
goods of the world. It is true that the manufacture of 
many consumers’ goods, such as textiles and shoes, has 
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tended to become more decentralized during the past 
few decades. But this is not so true of the producers’ 
goods which constitute a large proportion of the pro- 
duction and exports of many industrialized nations. 
One of the reasons why the export trade of the United 
States suffered such a drastic decline during the depres- 
sion of the early 1930’s is that producers’ goods normally 
occupied an important place in our exports. Production 
of producers’ goods, of course, tends to decline more 
rapidly during depressions than the production of con- 
sumers’ goods. 

In 193J. world trade in foodstuffs constituted twenty- 
six per cent of total world trade, and trade in raw or 


TABLE A 

COUNTRIES WITH THE LARGEST FOREIGN TRADE IN 1919 
AND 1934 ^ 


CoiTNTjRY 

Total Exports 

AND Imports 
(Millions of Dollars) ® 

Percentage ot Total 
World Trade 


1929 

1934 

1929 

1934 

United Kingdom . . 

8,956 

3.2-38 

13.05 

13.85 

United States . . . 

9.496 

1,118 


9.53 . 

Germany .... 

6.415 

1,016 

9-35 

‘8 .67 

France 

4 .M 7 

1,603 

6.19 

6.86 

Japan ..... 

1.965 

775 

1.88 

3 * 3 ^ 

Canada 

2,514 

765 

3.68 

3.17 

Belgium . V . . . 

1,871 

755 

1.73 

3.13 

Netherlands . . , 

1,906 

703 

1.78 

3.01 

Italy 


659 

1.83 

1.81 

India 

1,074 

618 

3.01 

1.64 

Argentine .... 

1,718 

510 

1.51 

1.18 


"In gold dollars of 23.22 grains of fine gold 


^ League of Nations, Economic Intelligence Service, Review of World 
Trade, igs4 (Geneva, 1935), pp. 26-27 
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TABLE B 

I 1 PERCENTAGE DISTRIBUTION BY CONTINENTAL GROUPS 

>i: * OF THE TRADE OF COUNTRIES WITH THE LARGEST 

: FOREIGN TRADE 1934 ® 


Imports 


i 

! 

; Imports trom 

Europe 

North “ 
America 

Latin ^ 
America 

Africa 

Asia 

Oceania 

1 Imports into 

United Kingdom 

35*1 

18.5 

23*7 

6.4 

13.8 

11.5 

1 United States . . 

30.0 

14.4 

X3.5 

x.o 

19.x 

0.9 

Germany . . . 

59 - 2 - 

9.8 

10.9 

5.8 

II.O 

3.3 

1 France .... 

41.6 

10.8 

9-4 

X4.6 

lO.I 

3-5 

Japan .... 

13.1 

36.6 

1. 1 

3-5 

36.1 

9*5 

1 Canada .... 


57-3 

6.1 

I.X 

4.0 

x.x 

1 Belgium . . . 

65.6 

9 .x 

11.3 

6.x 

5-2 

1.6 

1 Netherlands . . 

69.4 

7-5 

II.X 

1.6 

lO.I 

o.x 

‘j Italy .... 

59-7 

13.1 

7-9 

6.9 

8.8 

3.6 

1 r India .... 

60.9 

7-5 

0.0 

3.8 

17.0 

0.8 


Argentine . . . 

61.1 

17.0 

1X.4 

0.0 

9-4 

0.0 


Exports 


Exports to 

Europe 

North ^ 
America 

Latin ^ 
America 

Africa 

Asia 

Oceania 


Exports prom 
United Kingdom 

38.7 

9.6 

9.8 

14.X 

18.1 

9.6 

i United States . . 

44.6 

14.4 

16.0 

3.6 

18.7 

X .7 


Germany . . . 

77.8 

4-3 

6.5 

i.6 

8.x 

0.6 


France .... 

55-3 

5 - 2 - 

5.6 

x8.o 

5-4 

0.5 


Japan , . . . 

10.5 

18.8 

4,8 

8.4 

53.8 

3*7 


Canada .... 

50.4 

34.x 

4.8 

X.3 

4.6 

3*7 

' 

n Belgium . . . 

74-5 

5 - 2 - 

6.x 

5.8 

7.9 

0.4 


Netherlands . . 

8x.i 

3.8 

3-5 

3 • 2 - 

7.0 

0.4 

1 

Italy .... 

68,8 

7-9 

7.x 

9-4 

6.x 

0.5 

j'‘ - India .... 

50.8 

9*4 

3-3 

6.6 

X7.6 

2.-3 

j j Argentine . . . 

85.1 

6.3 

7-5 

0.0 

I.O 

0.0 


® Includes the United States and Alaska, Canada, Newfoundland, Greenland and 
St.-Pierre et Miquelon, 

i America other than North America 


^League of Nations, Economic Intelligence Service, Review of World 
Trade, 1934 (Geneva, 1935), pp. 65-66 
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partly manufactured materials and in manufactured 
articles each constituted thirty-seven per cent of the 
total. The countries with the largest foreign trade in 
1929 and 1934, together with the ratio of the trade of 
each to the world total, are shown in Table A on page 
165. Particularly noteworthy is the dominant position 
in world trade occupied by the United Kingdom, the 
United States, Germany, and France. The tremendous 
decline in the foreign trade of the United States during 
the depression should also be noted. In Table B on page 
166 are shown the sources of imports and destination 
of exports of these countries by continental groups. 
The most striking fact brought out by Table B is the 
importance "of “the trade of European countries with 
one another. 

CAPITAL 

Nature of Capital Movements. The Introduction of 
this book explained the part played by capital move- 
ments in the adjustment, of the more mobile factors 
of production to the natural-resource factor. Stress was 
laid on the manner in which capital movements facili- 
tate world distribution of the labor supply through 
migration. However, capital movements play an equally 
important part in connection with the movement of 
goods. 

International movements of capital are intimately 
related to the commodity trade that has just been dis- 
cussed. This is because loans and investments are, in 
normal times, represented to only a small degree by 
transfers of gold. Capit al movements simply represent 
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the transfer of purchasing power from domestic in- 
vestors to foreigners. 

In other words, when English investors lend to a 
railroad corporation in Brazil they transfer purchasing 
power to the corporation by assigning to it deposits 
in British banks in exchange for railroad bonds. Even 
assuming that both countries are on a gold standard, 
although this is contrary to fact at the present time, only 
a small arnount of these deposits would probably be 
converted into gold and shipped to Brazil. Instead, the 
railroad corporation would draw on its balance in Eng- 
land to purchase rolling stock, rails, the services of 
engineers, and so on. It might even happen that most 
of the rails would be purchased in the United States, 
and that the American exporters would be paid with 
drafts drawn on bank deposits in England. Again, the 
railroad corporation might wish to convert part of its 
deposits in England into Brazilian currency in order 
to pay wages in that country. This could be accom- 
plished by drawing drafts on the sterling deposits in 
Engand and selling these drafts in the exchange market 
in Brazil. In this case, as well as in the case of the Amer- 
ican exporters of steel rails who were paid in sterling 
drafts, the drafts could be sold to those who had re- 
mittances to make to England to pay for English ex- 
ports, or to pay interest or dividends on British foreign 
investments. 

It can be said, also, that the transfer of purchasing 
power from the British investors to the railroad corpora- 
tion in Brazil may result in compensating adjustments 
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in commodity movements. For example, British com- 
modity exports may increase, or British imports may be 
reduced, so that the transfer of the purchasing power 
takes place in the form of commodity movements. 
Gold exports to Brazil would occur only if the adjust- 
ments in commodity movements were insufficient to 
balance the transfer of purchasing power caused by the 
investment. It must be clearly understood that inter- 
national capital movements are closely bound up with 
international commodity movements, and that the 
former cannot exist in any significant degree without 
the latter. 

Long-Term Capital Movements. Long-term capital 
move m ents are usually classified as portfolio invest- 
ments and direct investments. Portfolio investments 
are illustrated by the foregoing example in which Brit- 
ish investors bought the bonds of the Brazilian rail- 
road. In other words, portfolio investments are merely 
loans. Such loans are usually made by the citizens of 
one country to the citizens or government of another 
country.^ 

Direct investments involve the ownership of enter- 
prises situated in foreign countries. They arise when 
citizens or corporations of one country obtain ownership 
and control of foreign enterprises such as factories, 
mines, railroads, and the like. A typical example is the \ 
establishment of an American branch factory in i 
Canada. American foreign investments, exclusive of 

^ There have been some examples of loans by governments to other 
governments. The inter-allied debts are the most striking example of this 
kind. 
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intergovernmental debt, were estimated as follows at 
the end of 1936: ® 


AMERICAN PRIVATE LONG-TERM INVESTMENTS IN FOREIGN 
COUNTRIES. ESTIMATED AS OF THE END OF 1936 
(In Millions of Dollars) 


Area 

Direct (Book 
Values) 

Portfolio 
(Par Values) 

Total 

Canada and Newfoundland . 

x,o85 

1,647 

3 * 73 i 

West Indies 

975 

118 

1,103 

Central America and Mexico 

855 

38 

893 

South America 

1,580 

i »354 

2-*934 

Europe 

1,400 

1*949 

3*349 

Asia 

435 

374 

809 

Oceania 

160 

149 

409 

Africa 

130 

1 

131 

Total 

7,610 

5*741 

13=381 

Add bank capital .... 
Deduct estimated net 

115 


IZ 5 

repurchases by foreigners . 

i 



Net Total ..... 

7*745 

4.741 

11,486 


It may be noted that the Department of Commerce 
has estimated the private long-term investments of 
foreigners in the United States at the end of 1936 as 
6.1 billions of dollars.* 

The c hief capital - expo rting countries since the Wo rld 
W^Tiave been the United States, the United Kingdom, 
the Netherlands, Switzerland, and France, of which the 
first two are by far the most important. In general the 
capital-exporting hatibhs are the highly industrialized 

® United States Department of Commerce, The Balance of International 
Payments of the United States in 1956 (Washington, 1937), p. 33 

^ United States Department of Commerce, Foreign Investments in the 
United States (1937), p. 14 
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countries wi th a very uneven distribution of income. 
The concentration of a relatively large proportion of the 
national income in the hands of a numerically small 
capitalist class results in large savings, and the highly 
industrialized nature of the most important capital-ex- 
porting nations permits the ready conversion of savings 
into machinery and other industrial equipment for 
export. Although political considerations are some- 
times of importance in determining the flow of capital, 
normally the export of private capital is primarily 
motivated by the possibilities of obtaining a higher rate 
of return abroad than can be obtained at home. 

Short-Term Capital Movements. In addition to long- 
term capital movements, there are large movements of 
short-term capital among the various countries of the 
world. World trade is not, to a significant degree, car- 
ried on by sales for cash, but rather through a mechanism 
involving the use of time drafts and bills of exchange.’ 
Before the World War, the greater part of these drafts 
were discounted before maturity in the London money 
market; that is, exporters from all over the world in 
possession of drafts could sell or discount these drafts 
in the London market, and thus obtain immediate pos- 
session of funds before the drafts matured. |n qthcr 
words, the British financial system was furnishing the 
short-term credits that financed the greater part of 
world trade. Since the adoption of the federal reserve 
system this country has also engaged in this type of 
business. 

^ Sec Luthringer, G. F., Chandler, L. V., and Cline, D. C., Money, 
Credit, and Finance, 
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Since the World War, however, there have been enor- 
mous movements of short-term capital for speculative 
purposes and for reasons of political uncertainty. An 
example of the first was the influx of foreign short- 
term capital into this country to take advantage of the 
high rate on call loans or brokers’ loans in 1928 and 
1929. Examples of the second kind have been the enor- 
mous inflows and outflows of short-term capital be- 
tween London, Paris, and New York because of attempts 
of the owners of these funds to place them in a coun- 
try where the chance of loss from currency depreciation 
appeared to be least. 

As many critics have pointed out, the great increase 
in the volume of international short-term capital trans- 
actions relative to the volume of commodity trade was 
one of the factors leading to the breakdown of the 
gold standard. This is because a sudden attempt to 
transfer short-term capital in large amounts results in 
a heavy gold drain. In normal times, withdrawals of 
short-term capital can be effected by adjusting the 
ratio of commodity exports to imports, but when 
withdrawals are sudden and large, the burden is thrust 
upon the gold reserves of the countries losing capital. 
The situation was particularly dangerous toward the 
end of the decade of the 1920’s, because London and 
New York were borrowing heavily on short term 
from France, Switzerland, and Holland, and were 
lending on long term to Germany, the countries in 
the Danubian basin, and South America. There is no 
question but that one of the primary causes of the 
world economic collapse was the tendency to carry on 
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an inflated volume of international finance in a world 
that interfered to an increasing degree with the neces- 
sary movement of commodities. 

SERVICES AND POPULATION MOVEMENTS 

The third type of international economic relations 
involves the furnishing of services by citizens of one 
country to those of another. These transactions include 
such things as transportation services, brokerage serv- 
ices, insurance services, and services furnished to foreign 
tourists. Items such as these are important in some 
instances, such as the shipping services furnished by the 
United Kingdom and the expenditures of American 
tourists abroad. Viewed on a world basis, however, they 
are much below commodity movements in value. 

The last class of international economic relationships 
is the movement of population across national fron- 
tiers. By this is meant those population movements com- 
monly called “immigration” or “emigration”, rather 
than the temporary traveling of tourists.® The immigra- 
tion into this country is an outstanding example.® In 
the remaining chapters of this volume, attention will be 
largely confined to the study of international trade in 
goods and services, with occasional references to inter- 
national finance. 

®For a fuller discussion of population movements, see above, pp. Q-is. 
brief account of the history of immigration to the United States 
is given in Ch. IV, pp. I27-I3I. 


CHAPTER VIII 


Theory of International 
Trade 


The theory of international trade is essentially the ex- 
planation in general terms of the economic forces that 
give rise to international trade, and that determine 
what kind of goods and services a nation will export 
and import. But first it is necessary to indicate the 
points of similarity and of difference between inter- 
national trade and domestic trade. 

SIMILARITY OF FOREIGN AND DOMESTIC 
TRADE 

International trade and domestic trade possess more 
characteristics of similarity than of difference. This re- 
sults largely from the fact that both international trade 
and domestic trade are manifestations of the same 
fundamental thing, the exchange of goods and services. 
Both types of trade are carried on, except in Russia, by 
individuals in pursuit of monetary profits. In domestic 
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trade individuals, to the extent that their choices are 
rational and informed, will buy where goods can be 
obtained most cheaply, whether this Be in Maine or 
in California. Similarly, goods are sold where the great- 
est profits may be realize^i^ wHethef this Be Minnesota 
or Texas. I ntern ational trade arises when individuals 
find that goods can be purchased more cheaply in 
foreign countries than in the domestic market, or can 
be sold in foreign markets to better advantage than in 
the domestic market. 

From the point of view of the individual buyer or 
seller, therefore, international trade arises because of 
the monetary profits that it offers. It is customary to 
say that the “United States” sells goods to “France” of 
buys goods from “Japan.” This misconception is to no 
small degree the product of the arrant nationalism that 
is so prevalent today, and that is responsible for much 
erroneous thinking as well as international ill will. In 
reality, foreign trade, like domestic trade, is, for the 
most part, carried on by individuals with individuals. 

The immediate motivation of trade is monetary 
profit, but the “monetary veil” over trade must be 
pierced, in order to understand the economic signifi- 
cance of trade, domestic as well as international, “rrade 
must be viewed fundamentally as an exchange of goods 
and services for goods and services. Money is essentially 
a hi^ly convenient device of tool for facilitating the 
exchange of goods and services. The ultimate end of all 
econornlc activity is the availability of useful goods and 
services for consumption. From the general or social 
point of view production and trade are carried on not 
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for themselves, but only as a means to the end of real 
income.^ With reference to foreign trade this means that 
exports are the means and imports are the end. This, 
of course, funs counter to popular ideas that regard 
exports as inherently desirable, and imports as a neces- 
sary evil at best. The basis of this misconception is an 
inability to pierce the monetary veil over trade. Thus 
the individual merchant makes a profit by having 
monetary income exceed monetary outgo, and from 
this obvious fact many people leap to the conclusion 
that the profit from international trade consists of the 
nation as a whole selling more commodities abroad 
than it buys, which it is assumed will result in a “favor- 
able balance of trade”, or a net import of gold.^ 

This idea implies a fundamental misunderstanding 
of international trade. Goods are not sold abroad for 
gold; rather, payment is effected by the use of bills of 
exchange. An elaborate foreign-exchange mechanism 
enables payment to be made by the cancellation of in- 
debtedness, the exporters of each country being paid 
in their own currency by those of their countrymen who 
owe payments abroad for goods that have been im- 
ported. Under gold-standard conditions gold flows are 
self-limiting. If allowed to have their appropriate effect 
on prices, gold movements only occur in quantities suf- 
ficient to effect an adjustment of prices that will main- 
tain an equivalence in money value between total 
international debits and credits. This total includes 

^ The desirable goods and services received by individuals for consump- 
tion are termed “real income.” 

* For a detailed discussion of the balance of payments see Luthringer, 
Chandler, and Cline, Money, Credit, and Finance, 
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services and capital transactions as well as commodity 
imports and exports. 

An excess of commodity exports over imports is there- 
fore no assurance that a nation will not lose gold in- 
stead of gain it, since a credit balance on commodity 
account may be more than counterbalanced by a debit 
balance on capital account. Moreover, a continuing in- 
flux of gold, by raising prices at home relative to those 
abroad, will normally halt itself by reducing exports 
relative to imports. There are thus, under gold-standard 
conditions, very real limits to the amount of gold that 
one nation may gain from others. But even if it were 
true that a nation could so arrange matters that it im- 
ported nothing from abroad but gold, it would be a 
most unfortunate state of affairs for its citizens. Indeed, 
a nation that imported nothing but gold would find 
itself in much the same position as King Midas whose 
touch brought him gold but no real income. 

Looking beyond the monetary veil it is apparent 
that^from the point of view of domestic production 
and trade, the economic activities of individuals con- 
sist of producing and exchan^iig goods and services. 
Each individual specializes in some economic activity 
and exchanges the particular goods or services, which 
he produces, for a varied assortment of other goods and 
services, which constitute his real income. Thus a doc- 
tor exchanges his medical services for food, clothing, 
housing, books, and the like. The fact that money in- 
tervenes as a medium of payments does not alter the 
fundamental nature of this process. The significant 
point is that the more goods and services in general that 
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the doctor receives for his medical services, the richer 
he is. 

Similarly, in international trade, the more imports 
that can be obtained for a given volume of exports, the 
better off a nation will be. The real income of the nation 
depends upon production plus imports and minus 
exports. To the extent that imports consist of useful 
commodities and services rather than huge excess re- 
serves of gold, which are straightway lodged in a vault 
and thus buried again in the earth, the greater will be 
the real income of the nation. This is as true for the 
nation as for the individual, or for the community or 
state within the nation. The people of New Jersey, for 
instance, do not obtain high real income by selling 
goods and services to the people of other states, and by 
buying nothing in return. They obtain high real in- 
comes by “importing” from people in other states just 
as many goods and services as they possibly can in 
return for the goods and services that they “export.” 

DIFFERENCES BETWEEN FOREIGN AND 
DOMESTIC TRADE 

Though international trade and domestic trade are 
essentially similar both in motivation and economic ef- 
fect, there are some points of difference. To begin with, 
domestic trade is carried on with the same monetary 
u,nit . by buyers and sellers. In international trade, 
however, diflFerent monetary units are employed.' Al- 
though this is not a distinction of fundamental theo- 
retical importance, fluctuating rates of exchange, par- 
ticularly under non-gold-standard conditions, introduce 
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an immediate or proximate factor affecting inter- 
national trade. Within a country such as the United 
States, this factor of fluctuating exchange rates is largely 
absent from domestic trade. In other words, the mone- 
tary mechanism of trade is different when trade is 
international and when it is domestic. 

Of perhaps greater importance is the fact that by and 
large the divisi on of the world into nation-states tends 
to group the population and resources of the world into 
more or less clearly defined economic compartments, ■ 
between which the mobility of the factors of produc- 
tion and of goods is usually much less than it is within 
the nation. In part, this immobility is due to the fact ^ 
that nations frequently have natural barriers, in the 
geographic sense, marking political frontiers, in addi- 
tidn^ there are _barners arising from differences in laws, 
language, and culture. In the third place, tliere are 
often many political interferences with the movement 
of labor, capital, or goods between countries, such as 
immigration restrictions, tariffs, and embargoes. 

As explained in an earlier cormection, goods have a 
greater degree of international mobility thanTEeTS'ctdrs ; 
of production. Certain factors of production such as , . 
mines, forests, and particular qualities of soil, are im-;, ^' 
mobile for natural reasons, although the products result- 
ing from the use of these factors may be freely trans- 
ported. Another important factor of production, labor, 
possesses a fairly high degree of mobility, but this 
mobility is usually much less than that of goods. This 
is particularly true of international mobility. Although 
there is a strong tendency for workers to migrate from 
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areas of low real wages to areas of high real wages 
within a given country, this tendency is usually weaker 
between countries with differing wage levels. T^is is 
partly because of human factors such as race differences, 
home ties, and the general desire to remain in a 
familiar linguistic and cultural environment, and partly 
because of economic forces such as the great expense 
involved in moving to a distant region and beginning 
life anew. Finally, political interference with the migra- 
tion of, Jabor has, in many cases, been an extremely 
important factor. 

Although capital shows a high degree of interna- 
tional mobility, the mobility of capital is probably less 
between countries than within a single country. This 
is explained, on the one hand, by the preference of 
many people for home investment rather than foreign 
investment, because of an unfamiliarity with the in- 
vestment opportunities in foreign countries. On the 
other hand, its explanation lies in part in the gr eater 
degree of risk that is often involved, because of the un- 
certainties of foreign political action. It is undoubtedly 
true, however, that capital possesses a higher degree 
of international mobility than labor and natural re- 
sources. 

BASES OF INTERNATIONAL TRADE 

As pointed out in the Introduction, international 
trade, from the economic point of view, arises from 
the uneven distribution of population and resources 
among the nations of the world, together with the fact 
that commodities, for the most part, possess a greater 
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degree^ of mobility than population and natural re- 
sources. Moreover, nations differ in education, culture, 
and skills. All of these widely varying conditions tend ; 
to make for differences in the felSive costs of produc- \ 
ing goods within the various nations of the world. 
These differences in relative costs of production for ' 
various commodities within a given country, as com- '/ 
pared to differences in relative costs of production for ■ 
the same commodities in other countries, offer the i 
fundamental explanation of international trade. 

Adjustments of Costs within a Country. Within a 
given country, the ability to shift factors of production 
among various industries, until the return realized 
from a given factor is approximately the same in what- 
ever industry it is employed, means that goods will or- 
dinarily exchange in the ratio of their money costs of 
production. That is, if a given grade of labor can earn 
a higher return in industry H than in industry h, there 
will be a tendency for labor to be moved from L to H, 
until the return is the same in each industry. Similarly, 
capital tends to seek the industry where the largest re- 
turn in profits can be realized, until the rate of profit, 
taking into account differences in risk, is about the 
same in all industries. This equilibrium may never be 
exactly attained, but the pressure of economic forces is 
continually in that direction. One of the conditions of 
this equilibrium is that goods exchange in the ratio of 
their money costs, and these costs depend upon the 
prices of the factors that are embodied in the goods.® 

^ C/. Mclsaac and Smith, Introduction to Economic Analysis. 
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Adjustment of Prices and Costs of Production as be- 
tween Different Countries. Since the factors of produc- 
tion vary in kind and relative abundance as between 
different countries, relative costs, and hence relative 
prices of goods, will tend to vary from country to coun- 
try. In the United States, for example, commodities that 
are produced by the use of large amounts of natural re- 
sources and capital in proportion to the amount of 
labor involved (such as electric refrigerators or ma- 
chines) will be relatively cheap, because they embody 
a large amount of our most abundant factor of produc- 
tion. On the other hand, commodities that require a 
large amount of labor in proportion to the resources 
and capital involved (such as fine hand-woven fab- 
rics) will be relatively expensive, because they embody 
a high proportion of scarce factors of production rela- 
tive to cheap factors of production. In such a country 
as Japan the situation is quite the reverse. Japan pos- 
sesses scant resources relative to population, and a rela- 
tively limited amount of capital. In Japan, then, those 
goods will be relatively cheap that embody a large 
amount of labor in proportion to other factors of pro- 
duction (such as raw silk) ; and those goods that em- 
body a small amount of labor and a large amount of 
other factors (such as machines) will be relatively dear. 

/ As a consequence, if no international trade takes 
place, goods will exchange at decidedly different ratios 
in various countries. Thus, in the absence of interna- 
tional trade, refrigerators and machines would be 
cheaper in the United States than fine hand-woven 
fabrics. On the other hand, in Japan, raw silk would 
be cheaper than machines. 


■ 
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The tendency of international trade is to bring the 
ratios of exchange of various goods into a common pat- 
tern throughout the world. This follows from the fact 
that each nation, to the extent that trade is unimpeded 
by governmental interference and controls, will spe- 
cialize in the production of goods that, because of the 
particular kind and proportion of factors of produc- 
tion existing, it can produce at a comparative advan- 
tage. Conversely, each nation will import the goods 
that it can produce only at a disadvantage. The re- 
sult is that, to jhe extent that trade is free, transportable 
goods tend to exchange at about the same ratio in all 
countries and, under a common monetary standard 
such as the gold standard before the war, tend to sell 
at about the same price in all countries, due allowance 
being made for the costs of transportation. These ad- 
justments in prices and money costs of production be- 
tween various countries will be illustrated in the ex- 
amples given in the next section. 

International trade thus compensates for the limited 
mobility of factors of production. Although it may not 
be possible for these factors to move directly to their 
best markets, the commodities that embody them may 
do so. 

AN ILLUSTRATION OF COMPARATIVE 
ADVANTAGE 

This may be illustrated as follows: Suppose that 
conditions prevailing in a hypothetical country, Cort, as 
to the relative proportion and costs of factors of pro- 
duction, are such that a given monetary outlay for labor, 
resources, and capital will pay for the production of one 



i 84 international TRADE 

bushel of wheat or two yards of cloth. Or, in other 
words, it can be said that the money costs of a bushel 
of wheat are twice those of a yard of cloth. This being 
the case, the ratio of exchange of wheat and cloth in 
Cort would tend to be “one bushel of wheat equals 
two yards of cloth.” Assume further, for the time being, 
that Gort has no foreign trade, and that this is also true 
of a second hypothetical country, Weston. In Weston, 
however, suppose that, because of a different situa- 
tion as to the relative proportion of factors of pro- 
duction and costs, a given monetary outlay will pay 
for the production of one bushel of wheat or one yard 
of cloth. In Weston, then, the money costs of production 
of a bushel of wheat and a yard of cloth will be the 
same, and the ratio of exchange of the two commodities 
will be “one yard of cloth equals one bushel of wheat.” 

These assumptions may be summarized in tabular 
form as follows: 


PRODUCTIVITY OF CLOTH AND WHEAT IN TWO 
HYPOTHETICAL COUNTRIES 


Cort 

Weston 

In Cort, a given outlay for factors of 

In Weston, a given outlay for factors 

production will permit production 

of production will permit produc- 

of either: 

tion of either: 

I bushel of wheat 

1 bushel of wheat 

or 

or 

% yards of cloth 

I yard of cloth 

Price rath in Cort: 

Price rath in Weston: 

1 bushel of wheat = z yards of cloth 

I bushel of wheat = i yard of cloth 


T ' 


I'f, 
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Looking at this situation from the point of view of 
cost per unit of output it can be said that in Cort the 
efficiency of the cloth industry is twice that of the wheat 
industry, or as 2 : i. In Weston, on the other hand, the 
two industries are of equal efficiency, or as 1:1. This 
situation is commonly described by saying that Cort 
has a comparative advantage in the production of cloth. 
It can likewise be said that Weston has a comparative 
advantage in the production of wheat. This follows from 
the fact that, while in Weston the efficiency of the wheat 
industry as compared to the cloth industry is as i : i, 
in Cort the efficiency of the wheat industry as compared 
to the cloth industry is as i : 2. 

Thus, under the given conditions, the statement that 
Cort has a comparative advantage in cloth also implies 
that Weston has a comparative advantage in wheat. 
If trade were opened up between the two countries, 
Cort would export cloth, in which it has a comparative 
advantage, and would import wheat, while Weston 
would export wheat, in which it has a comparative 
advantage, and import cloth. 

This follows from the fact that in Cort, before trade 
was begun, one bushel of wheat exchanged for two 
yards of cloth, while in Weston one bushel of wheat 
exchanged for one yard of cloth. Thus, it would be 
profitable for traders to purchase wheat in Weston, 
export the wheat to Cort, and there exchange it for 
two yards of cloth. This cloth could, in turn, be 
brought back to Weston and sold there for two bushels 
of wheat. 

In Weston traders would net a profit of one bushel of 
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wheat on the transaction, disregarding the costs of 
transportation involved, which it is assumed would be 
relatively minor. Conversely, of course, it would be 
profitable for a trader in Cort to export two yards of 
cloth to Weston, where it could be traded for two 
bushels of wheat, and the wheat, in turn, could be 
brought to Cort and sold for four yards of cloth. Dis- 
regarding transportation costs, this would net the traders 
a profit of two yards of cloth. 

Trade of this kind would soon upset the ratios of 
exchange that existed before foreign trade was begun. 
Thus in Cort the supply of wheat would be increased 
relative to the supply of cloth, since cloth was being 
exported and wheat imported. As a result wheat would 
tend to fall in price relative to cloth. Conversely in Wes- 
ton cloth would fall relative to wheat. 

/ Eventually, an equilibrium would be established in 
J\ which the two products exchanged at about the same 
' ratio in the two countries, making allowance for differ- 
ences due to cost of transportation. This ratio would be 
somewhere between Cort’s former ratio of “one bushel of 
wheat equals two yards of cloth” and Weston’s ratio of 
“one bushel of wheat equals one yard of cloth.” The 
exact point of equilibrium would depend upon the rela- 
tive intensity of demand for wheat and cloth in Cort and 
Weston. Assume for purposes of illustration that the 
ratio of exchange which eventually emerges is “one 
bushel of wheat equals 1.5 yards of cloth.” The situation 
could now be summarized as shown in the table on 
page 187. 
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RELATIVE PRICES OF CLOTH AND WHEAT IN 
TWO HYPOTHETICAL COUNTRIES 


Cort 

Weston 

Ratio of Exchange before Trade 

I bushel of wheat = i yards of cloth 

I bushel of wheat = i yard of cloth 

Ratio of Exchange with Foreign Trade 

1 bushel of wheat = 1.5 yards of 
cloth 

(or I yard of cloth == f bushel of 
wheat) 

I bushel of wheat = 1.5 yards of 
cloth 

(or I yard of cloth = f bushel of 
wheat) 


In Cort, at the new ratio of exchange, which is com- 
mon to both countries, wheat would have fallen in price 
relative to cloth from “one bushel of wheat equals two 
yards of cloth” to “one bushel of wheat equals 1.5 yards 
of cloth.” Or, to put it differently, in Cort, with foreign 
trade, it is possible to obtain one and one-third bushels 
of wheat in exchange for two yards of cloth, whereas 
without trade only one bushel of wheat could have been 
obtained in exchange for two yards of cloth. Conversely, 
in Weston, cloth would have become cheaper in terms of 
wheat; that is, cloth would have fallen from “one bushel 
of wheat equals one yard of cloth” to “one bushel of 
wheat equals 1.5 yards of cloth.” Or, in other words, 
without trade it was possible to obtain only one yard 
of cloth in exchange for a bushel of wheat. On the other 
hand, with trade it became possible to procure 1.5 yards 
of cloth in exchange for a bushel of wheat. 
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ADVANTAGES OF INTERNATIONAL TRADE 

Under these conditions, each country will realize a 
substantial gain from trade by specializing in the pro- 
duction of the commodity in which it has a com- 
parative advantage and importing the other. Before 
trade was begun, an equivalent outlay for factors of 
production in Cort would have procured one bushel of 
wheat or two yards of cloth. By specializing in the pro- 
duction of cloth, and exporting cloth, Cort is enabled 
to procure one and one-third bushels of wheat for an 
outlay for factors of production that domestically could 
produce only one bushel of wheat. Similarly in Weston, 
where an equivalent outlay for the factors of produc- 
tion without trade procured only one yard of cloth or 
one bushel of wheat, by specializing in and exporting 
wheat it is possible to procure 1.5 yards of cloth for an 
outlay for factors of production that domestically could 
produce only one yard of cloth. It will, therefore, in- 
crease the amount of goods available for consumption 
in each country if each specializes by diverting labor 
and capital to the production of the commodity in 
which it has a comparative advantage, and exchanges 
part of the product thus produced with the other coun- 
try in order to import the commodity in which it does 
not have a comparative advantage. 

As will become apparent in the next chapter, when 
the mechanism of adjustment is discussed, wheat im- 
ported from Weston will compete with domestic wheat 
in Cort, and will cause this adjustment to take place in 
Cort by driving labor and capital into the cloth in- 
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dustry. Similarly, competition of imported cloth with 
domestic cloth in Weston will force labor and capital 
into the wheat industry. Equilibrium will be reached 
at the new price when the exports from Cort and 
Weston are sufficient to pay for the imports of each.^ 

At this point it is well to recall an earlier statement; 
namely, th at in each case the exports are not the end 
but only the means to the end of imports. The greater 
amount of goods resulting from specialization along 
lines of comparative advantage raises real income in 
both countries by increasing the amount of goods avail- 
able for consumption. 

The gain from international trade is analogous to the 
gain from domestic trade. This gain results in part 
from the fact that trade, either domestic or foreign, 
causes a net increase in the amount of goods available 
for consumption. Thus, in domestic trade, the exchange 
of goods and services permits specialization by indi- 
viduals (or occupational specialization), specialization 
by enterprises, and regional or geographical specializa- 
tion. Occupational specialization tends to increase pro- 
ductive efficiency both by allowing people to use their 
natural aptitudes to best advantage, and by actually 
furthering the acquirement of special skills as people 
devote productive efforts to specialized tasks. Specializa- 
tion of enterprises increases productive efficiency by per- 
mitting large-scale production in specialized plants. 
Geographical specialization within the country enables 

^To .simplify the analysis it is as.sumed in this illustration that Cort and 
Weston have no foreign trade except with one another, and that there are 
no service or capital items in their balance of payments. 
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each region to utilize its resources to best advantage. 
Foreign trade simply enlarges the area in which spe- 
cialization is possible, and enables it to be carried on 
to a greater degree than would be the case if no inter- 
national trade existed. 

One advantage of international trade is that it per- 
mits those nations without certain minerals such as 
nickel, petroleum, copper, tin, or certain agricultural 
products such as coffee, tea, or cocoa, to enjoy prod- 
ucts that they would otherwise be forced to dispense 
with altogether. But this is only one aspect of the gain 
from foreign trade. Most countries find it desirable to 
import large quantities of commodities that could be 
domestically produced if people were forced to pay the 
higher prices that would result. 

If imports were confined to only those articles that 
a nation could, under no conceivable circumstances, 
produce for itself, foreign trade would shrink to a mere 
fraction of its present volume. This would be because 
trade would be limited to a few raw materials of the 
type mentioned, and the many nations having no sig- 
nificant amounts of raw materials of this nature to offer 
, in trade would be deprived of imports altogether. It is 
; for this reason that the theory of international trade is 
presented as a matter of comparative costs. Cuba, in 
spite of its rich soil, imports much of its food because 
of a marked comparative advantage in the production 
of sugar, and not because it is physically incapable of 
, producing much of the food that is imported from 
■* the United States. 

Finally, another aspect of the advantages of foreign 
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trade must be considered. Trade, domestic as well as 
foreign, increases the sum total of human satisfactions. 
Thus, if X has a hat that he values less than a pair 
of shoes owned by Y, and if Y prefers the hat to the 
shoes, an exchange might take place that would 
increase the sum total of human satisfactions without 
any change in the quantity of goods available. Now X 
might originally have paid five dollars for the shoes, 
in the open market, and Y five dollars for the hat, but 
each would go his way feeling more content. Each 
might think that the other was the poorer by the trade, 
but actually each felt that he gained, or otherwise the 
trade would not have taken place. Part of the gain from 
trade thus consists of the greater satisfaction afforded 
by so distributing goods that people obtain from them 
a greater saifisfaction than they would gain from the 
goods that they must surrender in exchange. 

It is, of course, impossible to measure the satisfaction 
afforded by a quantity of imports, and to compare this 
with the satisfaction that would have been afforded 
by these exports if they had been domestically con- 
sumed. But, assuming a given distribution of money 
incomes, iF is reasonable to assume that the trade would 
not have taken place unless there were a net gain in 
satisfaction; the money would have Been spent for do- 
mestic products instead. The fact that the money value 
of the imports and exports may be identical does not 
preclude a substantial gain of this kind. If the United 
States placed an embargo on imports of coffee and in- 
structed its citizens to drink an artificial substitute in- 
stead, the resulting popular outcry would perhaps be 
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ample evidence of the existence of the greater amount 
of satisfaction afforded by coffee imports as compared 
to the satisfaction afforded by the consumption of goods 
that were formerly exported to obtain the coffee/ 

Although both parties must gain from trade, if it is 
to take place at all, they need not gain equally. The 
extent of the gain that accrues from trade is limited 
by the ratios at which commodities would exchange 
in various countries in the absence of trade. In the illus- 
tration discussed above it was assumed that, without 
trade, one bushel of wheat would exchange for two 
yards of cloth in Cort, while one bushel of wheat would 
exchange for one yard of cloth in Weston. Now when 
these countries trade, the ratio of interchange that 
finally emerges must be a ratio within these two limits. 

If the ratio of interchange were “one bushel of wheat 
equals one yard of cloth”, there would be no advantage 
for Weston in foreign trade; conversely, if the ratio 
were “one bushel of wheat equals two yards of cloth”, 
there would be no advantage for Cort in foreign trade. 
Whether the ratio of interchange that finally emerges 
favors Cort, which exports cloth, such as a ratio of “one 
bushel of wheat equals 1.2 yards of cloth”, or favors 
Weston, which exports wheat, by such a ratio as “one 
bushel of wheat equals 1.8 yards of cloth”, is largely 
a matter of the relative intensities of demand for wheat 
and cloth. If the demand in Cort for wheat were less 
strong than the demand in Weston for cloth, the ratio 

® In such a case, factors of production might be diverted to the produc- 
tion of other goods than those that were formerly exported in exchange 
for cofFee; but, though this might mitigate the loss in satisfactions, it would 
not eliminate it entirely. 
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would probably be something like “one bushel of wheat 
equals 1.2 yards of cloth”; that is, cloth would be dear 
in terms of wheat. If, however, the demand in Cort for 
wheat were strong as compared to the demand in 
Weston for cloth the ratio of interchange would be 
something like “one bushel of wheat equals 1.8 yards 
of cloth”; that is, cloth would be cheap in terms of 
wheat. 

Under the former assumption Cort would gain more 
from trade than Weston, and under the latter assump- 
tion Weston would probably gain more from trade 
than Cort. This would follow from the fact that in the 
first case Cort would be forced to export a smaller quan- 
tity of cloth to obtain a given amount of wheat, and 
would therefore have a larger quantity of the factors 
of production to devote to other goods. Under the lat- 
ter assumption, Weston would gain in like manner. 
In either case, however, both parties would make some 
gain from the trade or otherwise it would not take 
place. 


CHAP T E R I X 

Monetary Adjustments 
in International Trade 


Thus far, international trade has been discussed largely 
in terms of real goods and services, and as though it 
were carried on by direct barter. As previously men- 
tioned, however, in tern ational trade is, for the most 
p a r t, carried on by individuals seeking monetary profits. 
It remains, therefore, to show how the monetary mech- 
anSmTeaHs to specialization along lines of comparative 
advantage. This will be done by two illustrations of 
international trade in monetary terms, instead of the 
real terms used in the previous example. The first of 
these illustrations will postulate gold-standard condi- 
tions and the second, inconvertible paper money 
standards. 

ADJUSTMENT UNDER GOLD-STANDARD 
CONDITIONS 

Assume that the countries used in the previous illus- 
tration are both on a gold standard. To simplify the 
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argument, prices in both countries will be expressed in 
gold dollars, it being assumed that these prices are 
converted from prices expressed in the currency units 
of Cort and Weston into gold dollars at par of exchange. 

It will be recalled that in the original illustration it was 
assumed that a given monetary outlay for factors of pro- 
duction in Cort would produce either one bushel of 
wheat or two yards of cloth. Suppose that this outlay 
in gold-dollar equivalent amounted to fi.oo. Then, 
before trade was opened up between the two countries, 
the cost of production of one bushel of wheat in Cort 
would be $1.00, and it may be assumed that the selling 
price would be $1.00.^ 

Similarly, the cost of production and price of cloth 
in Cort would be fifty cents, since an outlay of $1.00 
would produce two yards of cloth. Suppose that in 
Weston, however, the outlay of fifty cents in gold 
would produce one yard of cloth or one bushel of 
wheat. This would mean that in Weston the money 
cost of prdducfibfTand price of each commodity would 
be fifty cents. The situation in monetary terms, before 
trade was opened up, would then be as shown in the 
table on page 196. 

Now if trade were opened up between the two coun- 
tries, it is apparent that, at first, although there would be 
a considerable monetary profit in exporting wheat from 
Weston to Cort, there would be no profit immediately 
in exporting cloth from Cort to Weston.^ As a result of 

is assumed that costs include the return necessary to attract capital 
into the industry. C/. Mclsaac and Smith, Introduction to Economic Analy^ 
sis. ^ 

^ This would be because of the transportation costs involved, which are \ 
omitted to simplify the illustration. 
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MONEY COSTS OF PRODUCTION AND PRICES OF WHEAT AND 
CLOTH IN TWO HYPOTHETICAL COUNTRIES ON THE GOLD 
STANDARD 


Before International Trade Takes Place 


Cort 

Weston 

Cost of production of one 


Cost of production of one 


bushel of wheat . . - . 

$1,00 

bushel of wheat .... 

$0.50 

Price of one bushel of wheat 

$1.00 

Price of one bushel of wheat 

$0.50 

Cost of production of one 


Cost of production of one 


yard of cloth . . . . . 

$0.50 

yard of cloth 

$0.50 

Price of one yard of cloth . 

$0.50 

Price of one yard of cloth . 

$0.50 


wheat moving from Weston to Cort without any 
counter flow of cloth from Cort to Weston, gold w ould 
fl ow fron L-Corl-t o We ston.^ Under the assumed gold- 
standard conditions, the outflow of gold from Cort, and 
its influx into Weston, would decrease the supply of 
money in Cort and increase its supply in Weston. T^is 
would, of course, tend to lower prices in Cort and raise 
them in Weston. 

/| Irhese price adjustments would occur not only in the 
I ; prices of finished goods, but also in the prices of the 
; ' factors of production and hence in costs of production. 
Equilibrium would be reached when prices and costs 
had been forced down in Cort and up in Weston to a 
point where it would be profitable for Cort to export 
cloth, in which it has a comparative advantage. Wheat 
would continue to be exported from Weston to Cort. 

^ The manner in which this would occur as the result o£ the rise of 
exchange^ rates in Cort on Weston to Cort’s gold export point is explained 
in Luthringer, Chandler, and Cline, Money, Credit, and Finance. 
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Moreover, at t his equilibrium the exports and imports 
of each country would balance without further move- 
ment of gold, and the prices of wheat and cloth would 
be about the same in both countries, allowing for costs 
of transportation. 

For purposes of illustration, it may be assumed that 
such an equilibrium would be reached when the price 
of factors that formerly had cost a dollar in Cort had 
fallen to eighty cents, while the price of factors that 
formerly had cost fifty cents in Weston had risen to 
sixty cents. This adjustment would mean that Cort 
would no longer find it profitable to produce wheat, 
and Weston would no longer find it profitable to pro- 
duce cloth. This would result from the fact that, at the 
new costs of production, it would cost more to produce 
wheat in Cort than the selling price of wheat imported 
from Weston, while in Weston the same situation would 
prevail as to cost of production of cloth and the selling 
price of cloth imported from Cort. This new situation 
is summarized in the table on page 198. 

The adjustments that would take place in Cort and 
Weston would follow from the competition of enter- 
prisers in each country for the factors of production. Jn. 
Cort, enterprisers would find the profit from the pro- 
duction of wheat disappearing, and eventually vanish- 
ing, as wheat imports from Weston forced down the 
price of wheat. At the same time the outflow of gold 
would reduce purchasing power, and force down prices 
in general, including the price of cloth. Neither pro- 
ducers of wheat nor of cloth, therefore, could afford to 
pay as much for the factors of production as before. 
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MONEY COSTS OF PRODUCTION AND PRICES OF WHEAT AND 
CLOTH IN TWO HYPOTHETICAL COUNTRIES ON THE GOLD 
STANDARD 


After Adjustments Caused by International Trade 


Cort 

Weston 

Cost of Production of one 


Cost of production of one 


bushel of wheat . . . 

$0.80 

bushel of wheat . . . 

$0.60 

Price of wheat per bushel . 

$0.60“ 

Price of wheat per bushel . 

$0.60 

Cost of production of one 


Cost of production of one 


yard of cloth . . . . 

$0.40 

yard of cloth .... 

$0.60 

Price of cloth per yard . . 

$0.40 

Price of cloth per yard . . 

$0.40 ^ 


“Wheat would have to be slightly more than sixty cents a bushel in 
Cort to cover cost of shipment from Weston. 

Cloth would have to be slightly more than forty cents per yard in 
Weston to cover cost of shipment from Cort. 

But after the prices of factors of production, such as 
wages, had been forced down to a slight degree, it would 
become possible to make a profit in the cloth industry. 
As soon as the cost of factors had fallen enough, it would 
be possible to find a greatly enlarged market for cloth 
by exporting cloth to Weston. While factors of produc- 
tion could thus be used with profit in the cloth industry, 
they would still be too expensive to use in the production 
of wheat, which was being produced at a much lower 
money cost in Weston. The fact that enterprisers in 
Cort could afford to pay relatively more for labor and 
capital in cloth production than wheat producers could 
pay would thus tend to shift labor and capital from 
the production of wheat to the production of cloth. 
To put it in other terms, the cloth industry in Cort 
would soon be booming, while the wheat industry 
would become more and more depressed. 
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In Weston, on the other hand, the situation would be 
just the reverse. The possibility, at first, of being able 
to sell wheat at a much higher price in Cort would soon 
raise the price of wheat, and would lead enterprisers 
to attempt to increase the production of wheat by using 
more labor and capital. To obtain these additional fac- 
tors of production they would offer to pay more for 
them, and the high price of wheat would make this 
possible. Gold would be flowing into Weston and 
would be increasing money incomes and prices, in- 
cluding the price of cloth. But the rising costs of pro- 
duction of cloth, as the factors of production increased 
in price because of the competition of enterprisers in 
the wheat industry for additional labor and capital, to- 
gether with the relatively high price of cloth, would 
act as a force promoting the import of cloth from Cort. 
This would eventually lead to a fall in the price of*^^ 
cloth, and thus would limit the ability of enterprisers in ! 
the cloth industry to compete successfully with pro- | 
ducers of wheat for labor and capital. As the price of ‘ 
factors rose, and as imports of cloth continued, the com- 
petitive position of cloth producers in Weston would 
be weakened, and more and more labor and capital 
would be diverted from the production of cloth to the 
production of wheat. 

Equilibrium would finally be reached when the price 
of factors of production had risen to a point where it 
was no longer profitable to produce cloth in Weston. 
In this manner, in both Cort and Weston, the adjust- 
ment following shifts in costs of production and prices 
would produce fundamentally the same adjustments 
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that would be reached if trade were carried on by 
barter. 

Both in the example in terms of goods and in the ex- 
ample in terms of money, an equilibrium is finally 
reached in which each nation finds it profitable to 
specialize in the production of the commodity in which 
it has a comparative advantage. Moreover, if allowance 
is made for differences due to costs of transportation, 
internationally traded products exchange at the same 
ratio in each country, or, in money terms, will sell at 
about the same prices. Finally, under gold-standard con- 
ditions, exports and imports will be equal in value with- 
out the necessity for further shipments of gold. 

ADJUSTMENT UNDER INCONVERTIBLE 
PAPER MONEY STANDARDS 

The prevalence of inconvertible paper standards 
throughout the world at the present time makes ad- 
visable an analysis of the manner in which the monetary 
mechanism of adjustment in international trade operates 
under this condition. The following analysis will in- 
dicate the manner in which adjustments are made in 
countries both of which are on a paper standard, or in 
a paper-standard country trading with a gold-standard 
country. In the illustration given, however, it will be 
assumed that both countries are on a paper standard. 

Under gold-standard conditions, the necessary ad- 
justments are generally made by exchange-rate fluc- 
tuations within the narrow limits of the gold points, 
and by gold flows. Under paper-standard , conditions 
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j the adjustments are effected by exchange rates alone, 

i Since there are no gold points to confine the move- 

i ments of exchange rates under paper-standard condi- 

i tions, the shifts in exchange rates may be much more 

I drastic. These wide fluctuations in exchange rates, in 

turn, set in motion economic forces that adjust exports 
and imports to one another and establish conditions 
of prices and profits in such a way as to induce spe- 
cialization along lines of comparative advantage. 

This may be illustrated as follows: Going back to 
the two countries, Cort and Weston, and the assump- 
tions of the original illustration, it will be recalled that 
it was assumed that in Cort a given outlay for factors of 
production would permit the production of one bushel 
of wheat or of two yards of cloth. In Weston it was as- 
sumed that a given outlay would permit the produc- 
tion of one bushel of wheat or of one yard of cloth. As- 
sume now that the currency unit of Cort is a monetary 
unit that, for convenience, will be called a dollar, while 
the currency unit of Weston will be called a peso. 
Moreover, assume that both countries are on a paper 
standard, and for the time being have not begun to 
trade with one another. Suppose that the outlay of a dol- 
lar in Cort will pay for the production of one bushel 
of wheat or two yards of cloth, while the outlay of a 
peso in Weston will pay for the production of one bushel 
of wheat or one yard of cloth. As in the previous il- 
lustration it will be assumed that each commodity sells 
at a price just covering its cost of production. The situa- 
tion would then be: 
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MONEY COSTS OF PRODUCTION AND PRICES OF WHEAT AND 
CLOTH IN TWO HYPOTHETICAL COUNTRIES ON PAPER 
STANDARDS 


Beiore Internationai. Trade Takes Place 


Cort 

Weston 

Cost of production of one 


Cost of production of one 


bushel of wheat .... 

$1.00 

bushel of wheat . . . 

I peso 

Selling price of one bushel 


Selling price of one bushel 


of wheat . . . . . . 

I.OO 

of wheat 

I peso 

Cost of production of one 


Cost of production of one 


yard of cloth . . . . . 

.50 

yard of cloth .... 

I peso 

Selling price of one yard 


Selling price of one yard 


of cloth 

.50 

of cloth 

I peso 


Assume now that the two countries begin to trade 
with one another. For purposes of illustration, it may 
be arbitrarily assumed that the exchange rate is at 
“one peso equals fifty cents.” An exchange rate such as 
'' this could not be maintained, because at such a rate 
wheat exporters in Weston would find it profitable to 
ship wheat to Cort. Thus, wheat could be produced for 
one peso in Weston, could be exported to Cort and sold 
for a dollar, and, at the given exchange rate, a dollar 
would be equal to two pesos. Cloth importers in Weston 
would be unwilling to give as much as two pesos for a 
dollar, however, because at such a rate of exchange for 
dollars it would not be profitable to import cloth. That 
is, the cloth that could be bought for one dollar in Cort 
would sell for only two pesos in Weston.^ 

^This price would not cover the cost of shipping cloth, the exact amount 
of which has been omitted from the illustration, but presumably would be 
sufficient to prevent trade at the assumed rate of exchange. 
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An exchange rate of “one peso equals fifty cents” 
would therefore be impossible. The exporters of wheat 
from Weston would wish to obtain pesos for the dol- 
lars paid them by wheat importers in Cort; but, in 
order to obtain pesos for dollars, they would be forced 
to accept a less favorable rate of exchange. Thus, sup- 
pose that competition forced wheat exporters, with dol- 
lars to exchange for pesos, to offer seventy-five cents 
to obtain one peso.° Now at this new rate it would be'\ 
profitable to export wheat from Weston to Cort and 
to export cloth from Cort to Weston. That is, at the ex- 
change rate of “one peso equals seventy-five cents”, 
cloth importers in Weston could obtain $1.50 for two 
pesos, could buy three yards of cloth in Cort for $1.50, ! 
and could import the cloth into Weston and sell it for 
three pesos. Wheat expoftefs in Weston could still make 
a profit by sending wheat to Cort because, even though 
they would have to exchange each dollar, acquired by 
selling wheat in Cort, for one and one-third pesos, this 
would still net them a profit over the cost (one peso) 
of producing wheat in Weston.® 

Assume that the exchange rate of “one peso equals 
seventy-five cents” is an equilibrium rate; that is, at 
that rate the exports and imports of Cort and Weston 
precisely balance. The final adjustment would then be 
something like this: As the irhport of wheat into Cort 
increased, its price would tend to fall, and it would be- 

^ In order to get rid of their dollars, wheat exporters would be willing 
to offer more in dollars for a given sum of pesos; this represents a fall in 
the dollar or a rise in the peso, depending upon one’s point of view. 

®If seventy-five cents equals one peso, one dollar equals one and one- 
third pesos. 
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come unprofitable to produce wheat. Suppose that the 
price of wheat in Cort fell eventually to seventy-five 
cents a bushel. Conversely, as cloth was imported into 
Weston its price would fall, and it may be assumed 
that eventually it would sell for two thirds of a peso. 
The situation would then be: 

MONEY COSTS OF PRODUCTION AND PRICES OF WHEAT AND 
CLOTH IN TWO HYPOTHETICAL COUNTRIES ON PAPER 
STANDARDS 


After Adjustments Caused by International Trade 


Cort 

Weston 

Cost of production of one 


Cost of production of 


bushel of wheat . . . 

$1.00 

one bushel of wheat 

I peso 

Selling price of one bushel 


Selling price of one 

of wheat 

0.75“ 

bushel of wheat . . 

I peso 

Cost of production of one 

Cost of production of 

yard of cloth .... 

0.50 

one yard of cloth . 

I peso 

Selling price of one yard of 


Selling price of one 


cloth 

0.50 

yard of cloth . . 

o.66f peso * 


® The price of wheat in Cort would be a little more than seventy-five 
cents to cover cost of shipping wheat from Weston. 

^ The price of cloth in Weston would be a little more than two thirds 
of a peso to cover cost of shipping cloth from Cort. 

Thus, the shift in exchange rates would have com- 
pelled an adjustment of prices and costs in Cort and 
Weston that would make it profitable for each country 
to specialize in the production of the commodity in 
which it had a comparative advantage and to import 
the other commodity. In Cort, the competition of wheat 
imported from Weston would force the price of wheat 
down from one dollar to seventy-five cents and, since 




i 
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it would cost a dollar to produce wheat in Cort, its pro- 
duction would no longer be feasible. Similarly, in Wes- 
ton, cloth would have fallen in price from one peso to 
two thirds of a peso, so that it would no longer be 
profitable to produce cloth in that country. It may be 
noted that, with the exchange rate at “one peso equals 
seventy-five cents”, the price of the two commodities in 
either dollars or pesos is the same in each country. This 
is also a condition of the establishment of equilibrium. 

As has been said, under gold-standard conditions, 
equilibrium results from such an adjustment of prices 
that, making due allowances for costs of transporta- 
tion, internationally traded goods sell for about the 
same price in gold in all countries; under paper-stand- 
ard conditions, the equilibrium is one in which ex- 
change rates are such that the prices of internationally 
traded goods expressed in any one currency are about 
the same. 

The shifts in exchange rates can be so quick and 
drastic that on the whole it is probably easier to arrive 
at a condition of equilibrium under paper-standard con- 
ditions than under gold, assuming that there is no factor 
such as a continuing paper money inflation. This is be- 
cause the adjustment running from specie flows to price 
changes, that occur under the gold standard, may take 
some time to work out the needed price changes. Under 
paper-standard conditions, however, the exchange rate 
changes react immediately and sharply on import and 
export prices. 

It is frequently implied that paper money standards 
cause a breakdown in international trade, or “make 
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trade impossible”, because of the risks and uncertainties 
of fluctuating exchange rates. The evidence for such a 
view is slight. It should be noted, however, that ex- 
change rates between paper standards will respond not 
only to changes in the balance of payments, but to any 
changes in monetary factors within the various coun- 
tries causing changes in prices and costs of production 
Mn those countries. Assuming relative stability in the 
various national price levels, the pressure of economic 
forces is toward the establishment of an equilibrium in 
which international debits and credits are kept equiva- 
lent without either a continuous rise or fall in exchange 
rates. In other words, in the absence of monetary infla- 
tion or deflation within the respective paper-standard 
countries, foreign exchange rates in a paper-standard 
country may remain relatively stable. It is unlikely, 
however, that exchange rates would be as stable as be- 
tween countries on a gold standard. 

SOME QUALIFICATIONS 

It must be noted that the foregoing illustrations are 
highly simplified, being designed primarily to trace 
the direction in which the most important econo m ic 
forces work, and to trace the manner in which these 
forces react on one another. Care should be taken, 
therefore, not to draw erroneous inferences from these 
illustrations. For example, it must not be assumed that 
each country in the world must have an equivalence 
in value between exports and imports with each indi- 
vidual country. It is true that the money value of total 
international debits and credits for each country must 
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be the same. But this does not mean that this equivalence 
is maintained between each country and each individ- 
ual foreign country with which it trades; the equiva- 
lence is in total claims due to and due from all foreigners. 

Thus, the United States regularly exports to Eu- 
ropean countries more than it imports from them, and 
restores the balance in part by importing from coun- 
tries such as British Malaya and Netherlands East In- 
dies more than it exports to them; in other words, part 
of our exports to Europe pay for our imports from these 
Asiatic countries, these countries in turn receiving im- 
ports from Europe which are greater in value than 
their exports to Europe. Moreover, the illustrations have 
assumed that the only items entering into the balance 
of payments are the two commodities used and, in the 
gold-standard illustration, a limited amount of gold. 

But there are many other items in the balance of pay- 
ments. A. nation that has a heavy credit balance on 
merchandise account may offfot this by imports of 
services, of by exports of capital. Conversely, a nation 
with a heavy debit balance' on merchandise account 
may be borrowing from abroad, exporting services, or 
living to a large degree on interest and dividend pay- 
ments from its investments in fofeipi'Tountne^’ 
fact that those complications have been ighored in the 
numerical examples does not alter their fundamental 
validity as illustrations of specialization along lines of 
comparative advantage, and of the manner in which this 
is effected by means of price changes. 

The illustrations given have also ignored the diffi- 
culties of shifting capital and labor from one industry 
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to another within the two countries. On the other hand, 
the extent of the shift that is necessary has been greatly 
magnified by the fact that the illustrations are based 
on only two countries and two commodities, and an 
abrupt change is postulated by assuming that there is 
a sudden change from a condition of no trade to trade 
between the two countries. While no qualification need 
be made as to the nature and direction of operation of 
the forces discussed, it should be pointed out that it 
would not necessarily follow' that the wheat industry 
would be entirely wiped out in Cort, nor the cloth in- 
dustry in Weston. 

Thus, in Cort the jy heat industry would not be en- 
tirely liquidated, in all probability, because land would 
be likely to fall more rapidly in price than wages. The 
result would Joe that eventually only the poorer grades 
of land would be withdrawn from cultivation, and, be- 
cause of the relative shifts in the prices of land and 
labor, the remaining land would probably be less in- 
tensively cultivated. This would mean that the produc- 
tion of wheat in Cort would be greatly decreased, but 
need not disappear entirely. Moreover, the production 
of other agricultural products might increase. Con- 
versely, in Weston, some of the more efficient textile 
factories might be able to survive the foreign com- 
petition, although the total production of cloth would 
undoubtedly be decreased. It must also be kept in mind 
that a decline in one industry is compensated by the 
expansion of another. 

In addition, the adjustments in foreign trade are fa- 
cilitated by the fact that most countries usually are im- 
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porting and exporting a great many commodities. 
Consequently, adjustments are spread over a number 
of commodities instead of merely two as in the example. 
In other words, instead of a drastic assumption of 
quickly transferring labor and capital from such 
widely differing industries as farming and textiles, 
the adjustment would usually occur through the shift- 
ing of labor from one branch of industry to a similar 
branch. Moreover, the extent of the adjustment, par- 
ticularly in the short run, is usually much less. That is, 
shifts would be made by marginal adjustments spread 
over a number of industries instead of drastic adjust- 
ments in only two industries. This is not to ignore, 
however, that, if the pressure is sufhciently strong, labor 
will shift fairly quickly and in large numbers from in- 
dustries as different as agriculture and textiles. This is 
illustrated by the rapid rise of the textile industry in 
the southern United States, and the city-farm move- 
ment of population during the 1930-1933 depression. 
There is thus a considerable degree of mobility of labor, 
although mobility is by no means perfect or instan- 
taneous. 

Capital once invested in productive agents such as 
land, buildings, and specialized machinery cannot, of 
course, be easily withdrawn from one industry and 
shifted suddenly to another. But it can be withdrawn 
slowly by allowing the productive agents to depreciate, 
or by selling them for scrap value. More important still, 
adjustment can be made with the passing of time by 
changes in the direction of new capital investment. 

Again, it must be noted that comparative advantages 
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are not fixed for all time, but may change very greatly. 
The lines between those goods that are exported, 
those neither exported nor imported in significant 
amounts, and those imported, are by no means fixed 
and immutable.'' They can change in response to changes 
in demand for goods, changes in productive methods, 
new discoveries of resources, changes in population, and 
changes in the balance of payments, such as a sudden 
cessation of foreign borrowing or lending. Sometimes 
changes of this kind come suddenly and initiate power- 
ful economic forces that alter the direction and relative 
quantity of production. A change of this type occurred 
in recent years in Japan when the 1930-1933 depression, 
and increased competition from rayon, caused a col- 
lapse in the export market for raw silk, previously the 
most important Japanese export. This initiated forces 
that led to greatly increased exports in other lines of 
production in Japan, as indicated by the following 
figures:® 


JAPANESE EXPORTS 



Percentage Change 

EROM 1929 TO 1934 

Percentage Share in 
Total Japanese 
Export Valtje 

la Yen Value 

In Quantity 1 

1929 

1934 

Raw silk 

-63 

- 13 

37-3 

13.4 

Cotton piece goods . . . 

+ 19 

+ 43 

19.6 

13.0 

Other export articles . . 

+ 50 

+ S9 

43-1 

63.6 


^ There are some classes of goods and services that are both exported 
and imported at the same time* This may be due to special conditions of 
transportation costs, different qualities of goods in the same general class, 
seasonal factors of production, and a host of other particular conditions. 

® League of Nations, Economic Intelligence Service, Review of World 
Trade, 2934 (Geneva, 1935), p. 43 
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Although changes of this kind are sometimes abrupt, 
often there is a well-defined long-run trend in the 
changing nature of the commodities in which a nation 
has a comparative advantage. This means that fre- 
quently adjustments are not made by actually wiping 
out a significant part of a given industry; indeed, the 
industry may even continue to grow. But over a period 
of years other industries will grow more rapidly, and 
there will be a great change in the relative importance 
of various industries. 

Finally, although free trade has been assumed in the 
illustrations, free trade no longer exists anywhere in/ 
the world. All nations, to a greater or lesser degree, 
interfere with the free movement of commodities in 
international trade. In some cases, this interference is 
largely limited to protective tariffs. In other cases, of 
which Germany and Russia are perhaps the most notable 
examples, controls have gone far beyond this point. 
The next task, therefore, will be to analyze the relation 
of government to international trade and finance. 


CHAPTER X 


Instruments of International 
Commercial Policy 


The term “international commercial policy” may be 
used in a broad sense to cover governmental policy as 
to the regulation and control of the economic relation- 
ships between its own citizens and the citizens of other 
nations. At the one extreme of commercial policy is a 
policy of Icdssez fcdre and free trade. Essentially, this 
mSns that international economic relationships should 
be left to the “automatic self-regulation” of competi- 
tive economic forces. This is fundamentally a policy of 
economic internationalism. At th e other ex treme is the 
policy of autarchy," or national self-sufficiency, which 
ffims at the complete elimination of international eco- 
nomic relations, or at" least at their minimization. This 
is a poHcy of economic nationalism. 

The present commercial poircfes of most of the na- 
tions of the world stand somewhere in between these 
two extremes. No nation that wishes to maintain a 
modern industrial civilization can be completely self- 






INSTRUMENTS OF POLICY 213 

sufficient, and it is to be doubted whether the intelligent 
people of the nations with the most nationalistic policies 
believe for a minute that complete self-sufficiency is at- 
tainable. 

On the other hand, there are comparatively few 
people who would today argue for a policy of com- 
plete laissez faire. At the very least, most advocates of 
free trade will admit the need for certain sanitary con-: 
trols to prevent the import of harmful or adulterated 
products, or will agree that governmental controls to 
prevent unfair competitive methods are desirable. Many 
will also agree that certain industries that are vital for 
military reasons should be protected. 

Therefore, the issues of commercial policy are rarely 
posed as an unqualified choice between free trade and 
autarchy; rather the main issue of commercial policy 
is whether, in the main, it shall incline in the general 
direction of freer trade and economic internationalism, 
or whether the direction shall be toward economic 
nationalism and greater self-sufficiency. In detail, a 
policy of economic nationalism becomes very largely a 
question of deliberately protecting and fostering the es- 
tablishment or survival of certain industries that could 
not exist under free competition. This objective may be 
obtained by a variety of devices or governmental con- 
trols, and the next step will be a brief description of the 
more important of these implements of control. 

THE TARIFF 

Perhaps the most generally used control device, cer- 
tainly the most important in the case of the United 
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States, is the tariff. A_tariff,-Gr customs duty, is sinaply 
a tax levied on goods imported from a foreign country 
or exported to a foreign country Like all taxes a tariff 
may be used primarily to secure revenue, or the revenue 
may be made secondary to the attainment of some ob- 
jective of policy. Alm os t all taxes affect economic life 
in one way or another by making some economic activ- 
ities less profitable than others, but usually these eco- 
nomic effects are regarded as secondary to the purpose 
of securing revenue. In the case of tariffs, however, the 
economic effects of the tax are often considered to be 
of greater importance than the revenue that may re- 
sult. 

Tariffs for Revenue. Before the Civil War over ninety 
per cent of the revenue of the federal government was 
derived from tariffs, but since the World War only 
about fifteen per cent of federal revenue has been ob- 
tained from this source. Perhaps the chief explanation 
of this situation has been the mounting cost of govern- 
ment, which has necessitated the use of new sources of 
revenue such as the income tax and a variety of taxes 
on corporations. Another reason, however, has been 
that, as the tariff has increased in importance as an im- 
plement for the control of foreign trade, its revenue- 
producing possibilities have received less considera- 
tion. 

f If revenue is the primary objective of a tariff the rate 
^ must often be set quite low. A tax like the tariff will 
usually reduce consumption of the commodity on which 
it is levied by causing a rise in price. The extent to 

^ la the United States, tariffs are ievied only on imports. 
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which consumption will be reduced will of course de- 
pend very largely on the elasticity of demand for the 
product. If demand is very elastic a high tariff will pro- 
duce very little revenue because the diminution of de- 
mand will greatly reduce importation. For this reason, 
low or moderate duties will frequently yield greater 
revenues than high duties. A tariff will often stimulate 
production of the commodity by domestic producers 
who do not have to pay the duty, but on the domestic 
production no revenue is received. If it is desired to use 
the tariff primarily as a revenue device, and not for pro- 
tection, it may therefore be advantageous to place an 
equivalent internal excise tax on the domestic produc- 
tion of the commodity. The levy of a tariff duty on im- 
ports of a commodity, and of an excise tax on the do- 
mestic production of the commodity, will, of course, 
raise its price. But a portion of the higher price that con- 
sumers pay on the amount consumed will go to the gov- 
ernment as revenue, which is the object of the two 
taxes. Obviously such a scheme is not “protection” be- 
cause there is no discrimination against the foreign 
source of supply in favor of domestic producers. 

Tariffs for Protection The primary object of a pro- 
tective tariff is to prevent the importation of commodi- 
ties, and thereby to stimulate domestic production of 
the particular commodities on which duties are levied. 
IrTbther vvords, there is Tfundamehtal conflict in 'pur- 
pose in attempting to use a tariff on a particular com- 
modity as both a revenue device and as a protective de- 
vice. To the extent that commodities enter from abroad 
in spite of the tariff, there is no protection, although 
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revenue may be realized. To the extent that commod- 
ities are excluded there is no revenue, but there is pro- 
tection for the domestic producers of the commodity. 
If tariffs were made so high on all competing products 
that none was imported, protection would be complete, 
but not a dime of revenue would be obtained by the 
government. Moderate duties, on the other hand, might 
provide bountiful revenues but very little protection 
since few foreign products would be excluded. 

The exclusion of competing foreign commodities 
stimulates domestic production of those commodities 
by decreasing supply relative to demand, and thereby 
causing a rise in their prices, it being hoped that this 
will make domestic production of the commodities 
profitable. Unless a tariff raises prices it will be ineffec- 
tive in its purpose of stimulating domestic production 
in protected lines. 

For this reason it is futile, under competitive condi- 
tions, to levy import duties on commodities in which a 
country has a comparative advantage and which it ex- 
ports. A commodity that is exported will tend to sell 
at about the same price at home and abroad, making 
due allowance for costs of transportation. Since a tariff 
does not benefit domestic producers in their export 
markets, and since the foreign and domestic prices are 
kept in line, a tariff on commodities that are exported 
will usually be practically without effect. Many of our 
own tariff duties are almost completely ineffective 
because they are levied on commodities that are com- 
petitively produced and are exported. But under con- 
ditions of domestic monopoly, or monopolistic compe- 
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tition, it might be possible to take advantage of the 
tariff by charging a monopoly price at home and sell- 
ing at a lower competitive price abroad. The prevalence 
of monopolistic competition probably explains why 
many industries that are allegedly competing, and 
that export in large quantities, still wish to have tariff 
protection. 

The chief demands for protection come, however, 
from those industries that do not have a comparative 
advantage, and that, in the absence of governmental 
intervention, are therefore faced with foreign competi- 
tion in the domestic market. These industries may be 
in the situation of the wheat industry in Cort or the 
cloth industry in Weston in the illustrations given in 
the previous chapter. When trade was opened up, a 
series of price adjustments was set in motion, as shown 
in the illustrations, that made it unprofitable to produce 
the commodities in which there was no comparative 
advantage. Thus, in Cort it costs eighty cents to pro- 
duce wheat that could only be sold at sixty cents a 
bushel, because of the competition of imported wheat. 
It will be remembered that it was this price adjustment 
that shifted labor and capital into cloth production in- 
stead of wheat production. 

Suppose, however, that the farmers in Cort had de- 
manded protection and received it. The result would 
have been that wheat would have increased in price 
in Cort, and that wheat producers would again have 
been in a position to compete with cloth producers for 
capital and labor. If the tariff were high enough to ex- 
clude wheat from Weston entirely, trade would come 
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to an end, and the situation would return to that be- 
fore trade was opened up. But as a result, neither Cort 
nor Weston would have the advantage of a specializa- 
tion along lines of comparative advantage. Real in- 
comes would therefore be lower in each country. The 
protective tariff does not give something for nothing. 
To the extent that it is effective it involves a cost that 
falls on consumers in general and imposes a burden on 
the more efficient export industries. 

An effective tariff means that productivity will be de- 
creased, because of the refusal to allow industries with 
a comparative advantage to replace those in which there 
is a disadvantage. In other words, protection means 
gQvernmental.fostering of industries that are relatiydy 
inefficient at the expense of those that have a compara- 
ti ve advantage . In cpnseg[uence, prices will be higher 
relative to money incomes, and the standard of living 
will be lower. 

It should be noted that in the long run a protective 
tariff will neither increase nor decrease total employ- 
ment. Tj^wdr simply determine whether workers are 
concentrated in industries in which a nation enjoys a 
cpmpafative' advantage, or in industries in which it is 
comparatively inefficient. If, on the one hand, spe- 
cialization along lines of comparative advantage is al- 
lowed, both exports and imports will be larger, and a 
larger proportion of the population will be engaged in 
export industries that represent industries of compara- 
tive advantage. If, on the other hand, a nation starts to 
levy protective tariffs that are really effective, it will 
reduce imports and exports as well, unless there is some 
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basic change in the situation, such as a sudden increase 
in capital exports, which might defer this adjustment. 
Thus, foreigners get the greater part of the purchasing 
powe r with which tp buy our goods by exporting goods 
to us. If we shut out their exports they no longer have 
the purchasing power to buy our exports. .Effective 
tariffs will thus divert labor and capital from industries 
that have a comparative advantage, and have been ex- 
porting, to domestic industries in which prices have 
been raised by restricting foreign imports. No addi- 
tional employment is thereby provided. Labor and 
capital are simply shifted from one line of industry 
to another. 

But though this is true in the long changes m 
tariffs, either up of down, may temporarily cause un- 
employment. If some domestic industries have long en- 
joyed protection and are suddenly deprived of it, there 
might be unemployment until factors of production had 
been shifted from one industry to another. In other 
words, there might be a transition period in which mal- 
adjustments occur. Eventually, this would be offset by 
the expansion of export industries, which must neces- 
sarily ensue since increased imports must lead to in- 
creased exports of goods or services. But, if a reduc- 
tion of tariffs may temporarily cause maladjustments, 
the same is true of an increase in tariffs, because they 
would soon affect export trades adversely. 

Although short-run maladjustments must be con- 
sidered in commercial policy, particularly in depres- 
sions, they cannot be a major factor in the determina- 
tion of long-run policies. The protective tariff should 
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be a question essentially of long-run policy. Funda- 
mentally protection must be favored or opposed on 
grounds of the desirability of maintaining certain in- 
dustries that would not otherwise survive. Since tariffs 
have no ultimate effect on employment, the question of 
employment is wholly irrelevant to the determination 
of long-run commercial policy. 

DIRECT SUBSIDIES OR BOUNTIES 

Instead of attempting to stimulate certain industries 
by protective tariffs, nations_ac.casionally resort to direct 
subsidies or bounties. This is sometimes done when a 
nation wishes to foster export industries that would 
not ordinarily benefit by tariff protection. Similarly, a 
naHo n n^ j subsidize its merchant marine by outright 
grants or by exceedingly generous contracts for carrying 
niail . 

It will aid in the understanding of protective Jariffs 
if it is kept in mind that they are fundamentally sim- 
ilar in effect to direct subsidies or bounties. In the case 
/ of a bounty there is a direct payment by the Treasury 
' to the producer of the commodity for which a bounty 
is paid. This appears as a governmental outlay or ex- 
pense, and must sooner or later be met from general 
taxation. The bounty is thus a charge on the community 
at large to favor or support some particular industry. 
Now all this is plain as a pikestaff to most peopIe7 But 
many find it difficult to understand that tariffs likewise 
are in effect a kind of subsidy paid by consumers. Thus 
many people deplore subsidies as an outrageous iniquity, 
and favor tariffs. This is absurd. The tariff gives a sub- 
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sidy to domestic producers to the extent that it shuts 
out competing foreign goods and permits a rise in the 
prices at which the protected goods are sold in the do- 
mestic market. The advance in prices forces purchasers 
to pay more to obtain these products, and it is the con- 
sumers of these products who are paying the cost of the 
subsidy. 

The dire cL^ubsidy or bounty is f a r superi or to the 
tariff as a device for favoring specific industries. To be- 
gin with, th^fact that the costs of bounties are a matter 
of budgetary record, and thus of public information, 
may serve to restrain the reckless and extravagant grant- 
ing of bounties. This is undoubtedly why many protec- 
tionists are emotionally “conditioned” against recog- 
nizing the essential similarity between protective tariffs 
and bounties. T ariffs permit the granting of enormous 
subsidies withoup haying the costs appear in the gov- 
ernment budget. Tariff advocates thus can obtain pro- 
tection for themselves or their friends and claim that 
what cost there may be is borne by the foreigner. It 
is the exception rather than the rule for foreigners to 
bear the burden of a tariff, but it is convincing polit- 
ical propaganda to keep this ancient falsification alive 
— a pretence of getting something for nothing. Actu- 
ally, with very few exceptions, the cost of the sub- 
sidization is borne by those domestic consumers who 
must pay the higher prices that result from effective 
tariffs. 

A second respect in which direct bounties are superior 
to tariffs is that they enable the cost of subsidization to 
be paid from general taxation, particularly frotti the 
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income tax which can be levied on an ability-to-pay 

basis. If an industry is to be subsidized the cost should 
be borne on some basis more equitable than the arbitrary 
taxation of the people who happen to be consumers of 
the protected commodity. Moreover, tariffs on articles 
of wide consumption such as sugar or wool constitute 
regressive taxation; that is, taxation of this type tends 
to fall more heavily on the poor than the rich. 

EMBARGOES AND QUOTAS 

In addition to tariffs and direct subsidies, embargoes 
and quotas may be used as implements of control in com- 
mercial policy. From the standpoint of effectiveness of 
control, these are perhaps more certain of result than 
tariffs. Unless tariffs are set very high, economic forces 
may operate to cause goods to enter over tariff barriers, 
and the desired degree of protection may not be ob- 
tained. As commercial policies have become more na- 
tionalistic, embargoes and quotas have enjoyed an in- 
creasing popularity with the statesmen who use them, 
and have caused an increased resentment on the part 
of those against whom they are leveled. 

Embargoes. E^mbargoes are absolute prohibitions on 
the movement of goods, or in some cases, on the mqve- 
rnent of capital. If a country absolutely forbids the en- 
trance of foreign commodities, the field is left free to 
domestic producers. Embargoes may also be applied to 
exports; for example, by prohibiting the shipment of 
goods to belligerent nations. Sometimes capital exports 
are subjected to embargo; that is, the citizens of a nation 
may be forbidden to make foreign loans, either for po- 
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litical reasons, or because of the fear that exports of 
capital may lead to an outflow of gold at a time when 
gold reserves are dangerously low. 

Goods Quotas. Quotas on imports of goods are, in 
effect, partial embargoes. That is, only a fixed quantity 
of goods may be imported during a certain period, and 
all amounts above the quota are denied entrance. Some- 
times goods within a quota are subjected to a tariff, 
the quota and tariff being used as joint instruments of 

control. Quotas. demand an elaborate administrative 

machinery, and frequently lead to much international ill 
will. 

Thus, if a country decides to permit the entry of only 
100,000 bushels of wheat, it must set up machinery for 
allocating a share of the quota to each of a number of 
exporting countries. Disputes and ill feeling almost in- 
evitably result, since no one country will feel it is being 
treated fairly. In addition, complicated quota systems 
are an open invitation to the bribery and corruption of 
officials, as individual exporters try to get advance in- 
formation of quota changes or preferential considera- 
tion. Similar in effect to goods quotas are so-called 
linked-purchase agreements, requiring the purchase of 
a proportional amount of domestic products for every 
import from a specific foreign country. 

Exchange Quotas. Ex cha nge quotas are used chiefly 
by countries that have established a thoroughgoing ex- 
change control in order to maintain the foreign ex- 
change value of their currencies at an artificially high 
level. A usual feature of these exchange controls is a law 
or decree compelling exporters to sell to the control 
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bureau the foreign currency proceeds of exports. The 
demand for these foreign currencies can then be arti- 
ficially controlled by refusing to allow importers to buy 
foreigii exchange except as the control bureau wishes. 
At the same time, steps are taken to control the extent 
to which importers may pay foreign exporters by allow- 
ing the latter to draw drafts on them, since payments 
of this kind obviously increase the supply of domestic 
currency offered against foreign currencies in the ex- 
change markets. As a result of restricting the supply of 
the domestic currency for sale on the foreign exchanges, 
and the demand for foreign currencies, it is pos- 
sible to peg the exchange value of the domestic cur- 
rency at an artificially high level. 

In many instances the control bureaus assign arbi- 
trary exchange quotas to importers, and thus not only 
control the amount of imports, but the composition of 
these imports. Thus if it is desired to give further pro- 
tection to agriculture, the control bureau may assign 
a very minute exchange quota to importers of certain 
agricultural products. It is apparent, therefore, that ex- 
change quotas may be used to protect certain industries 
in the same manner as tariffs, goods quotas, or em- 
bargoes. While exchange controls are often adopted 
to “protect” the foreign exchange value of a currency, 
in most cases they also involve a system of exchange 
quotas that are used to protect specific industries from 
[foreign competition. Exchange quotas are used to an 
j extreme degree by Germany and other countries that 
\have established a far more thoroughgoing govern- 
mental control of foreign trade than is usually to be 
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found in countries that confine themselves very largely 
to the use of tariffs. 

MISCELLANEOUS ADMINISTRATIVE 
CONTROLS 

In addition to the control devices that have been 
mentioned, there are a variety of administrative con- 
trols that, although used ostensibly for other purposes, 
are in reality used frequently as devices to protect cer- 
tain industries from foreign competition. Common ex- 
amples are the various quarantines and import restric- 
tions that are used to protect public health or to prevent 
the transmission of various animal or plant diseases. In 
some cases these are necessary and valid exercises of 
police power; though all too often they are but a cloak 
for preventing the entrance of foreign goods that 
would otherwise be imported. Other devices are arbi- 
trary labeling requirements that are adopted suddenly 
and made retroactive in regard to goods that are in 
process of shipment or in bonded warehouses. An- 
other favorite device is the arbitrary valuation of imports 
in collecting duties. Thus, if a country wishes to dis- 
criminate against certain foreign imports it may place 
an arbitrary valuation on them so high that the result- 
ing tariff, levied as a percentage rate on this valuation, 
will be prohibitive. 

COMMERCIAL TREATIES AND AGREEMENTS 

Nations commonly enter into treaties and trade agree- 
ments with one another as to international trade. Fre- 
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quently these treaties involve mutual concessions as to 
the tariff rates on imports from one another, and the 
concessions that one country will make to another is 
not always a matter of amicable bargaining. Failure 
to reach a satisfactory agreement sometimes results in 
attempts at coercion by means of discriminatory duties, 
and these in turn may be countered by retaliatory duties. 
Some countries establish two tariff schedules for the 
same commodities, one a maximum and one a mini- 
mum, the minimum rates being applied to those coun- 
tries that are willing to negotiate satisfactory trade agree- 
ments, and the maximum to all others. 

It is very common for nations to negotiate “most 
favored nation” treaties with one another. Thus, each of 
two nations may agree that it will treat exports from 
the other as favorably as it treats exports from any third 
nation. The essential purpose of the most favored nation 
agreement is to prevent discrimination. These agree- 
ments may be either conditional or unconditional. 

An unconditional most favored nation agreement be- 
tween two states is an agreement to extend to each other 
; any favors and concessions granted by either party to a 
third state. Thus, if two states, A and B, have an uncon- 
ditional most favored nation agreement, any tariff reduc- 
tions which A makes on products from a third state X, 
must be automatically extended to exports of those 
products from B. 

i A conditional most favored nation agreement pro- 
vides that favors and concessions shall be extended by 
f one contracting party to another only on condition that 
■ the other contracting party makes equivalent conces- 
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sions. Thus suppose that country A has a conditional 
most favored nation agreement with country B. Assume 
that country X negotiates a trade agreement with B in 
which B agrees to lower duties on certain exports from 
X because X agrees to lower duties on certain exports 
from B. Under an unconditional most favored nation 
treaty B would be forced to extend the same tariff re- 
ductions to A that had been extended to X; but under 
a conditional most favored nation treaty these conces- 
sions are extended to A only on condition that A makes 
tariff reductions on products from B equivalent to those 
that X has made. 

Prior to 1922 the United States followed a policy of 
negotiating conditional most favored nation treaties, 
but since that time it has followed a policy of negotiat- 
ing treaties of the unconditional type. Until recent 
years, however, tariff bargaining for mutual reduction 
of duties has not been a particularly important phase of 
the international commercial policy of the United 
States. Our tariffs, on the whole, have been quite high, 
and we have been unwilling to lower them significantly 
in order to obtain concessions from other countries. 
We have been anxious to obtain most favored nation 
treatment in the sense that we have wished American 
exporters to be able to compete on a basis of equality 
with the exporters of other nations in foreign markets. 
To obtain this we have been willing to promise not to j 
discriminate among foreign nations, but to treat all onj 
an equal basis. But equal treatment has meant the ap- 
plication of the same schedule of very high duties to 
all, a not particularly inviting inducement for the for- 
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eigner to grant most favored nation treatment to this 
country. 

To obtain nondiscriminatory treatment, our tariff 
laws of 1909, 1922, and 1930 authorized the President 
at his discretion to impose duties over and above the 
regular rates if foreign countries discriminated against 
our products. Indeed, the tariff act of 1930 empowered 
the President to put an embargo on imports into this 
country from countries discriminating against our ex- 
ports. Thus our policy has been one of extremely high 
tariffs, coupled with a threat to discriminate against 
foreign countries that did not treat exports from this 
country as favorably as they treated exports from any 
other countries, even from those giving them conces- 
sions of major importance. Needless to say, our success 
in negotiating unconditional most favored nation 
treaties under these conditions was not striking. At the 
present time, however, much progress is being made in 
negotiating new reciprocal trade agreements based upon 
mutual tariff reductions. 


CHAPTER XI 


International Commercial 
Policy 


From the foregoing brief description of the instruments 
of control in international economic relations the dis- 
cussion will proceed to a consideration of the argu- 
ments in favor of free trade, on the one hand, and the 
arguments in favor of a policy of economic nationalism 
and protection, on the other. Space does not permit more 
than a brief consideration of the main issues in what 
is on e o f t he major problems of the present day; namely, 
vvhether the world shall try to rebuild the international 
economic life that grew up during the nineteenth cen- 
tury, or whether the economic nationalism of the post- 
war period, which became increasingly acute during the 
1930-1933 depression, is to chart the trend of future 
coinmercial policies. Whether the trend of these policies 
will be toward freer trade or toward economic na- 
tionalism is of great signicance both for international 
peace and for the economic welfare of the nations of 
the world. 
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ARGUMENTS FOR A COMMERCIAL 
POLICY OF FREE TRADE 


SPECIALIZATION ALONG LINES OF 
COMPARATIVE ADVANTAGE 

The case for free trade has largely been developed by 
implication in Chapter IX, and in the discussion of 
the economic effects of protective tariffs in Chapter 
X. The essence of the case for free trade is the belief 
that free competition will lead each nation to specialize 
in industries in which it has a comparative advantage. 
*Under the free operation of competitive forces each na- 
tion would export goods in the production of which it 
had a comparative advantage and, in turn, would re- 
ceive in exchange imports of those commodities in the 
production of which it was, comparatively speaking, 
less efficient. Thus it is argued that free trade wUl 
lead to the most efficient use of the factors of production 
in the various nations of the world and consequently 
that productivity, and hence the standard of living, will 
be higher than can be obtained under any other sys- 
tem of commercial policyi 

This argument does not assert that free trade will 
equalize standards of living all over the world; some 
nations with abundant natural resources and a highly 
developed technique of production, such as the United 
States, would have a high per capita productivity and a 
high standard of living as compared to less fortunately 
endowed countries, such as Italy or Japan, where per 
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capita productivity is lower. But the free trade argument 
does assert that the standard of living in Japan and Italy, 
as well as in the United States, would be higher, if each 
specialized along lines of comparative advantage, than 
would be the case if each tried to follow a policy of self- 
sufficiency. Generally speaking, the case for free trade 
applies in the international sphere the same arguments 
for the regulation of economic life by competitive forces 
that are used to justify the system of free private enter- 
prise within a given country. 

To the free trader, the fact that some goods can be 
purchased more cheaply from abroad than they can be 
produced at home is clear evidence that the community 
as a whole will benefit by importing such goods rather 
than by producing them domestically. To do the latter 
would involve an uneconomic use of labor and re- 
sources that would operate to reduce the standard of 
living. There are few people today who are such ardent 
free traders that they would categorically assert that 
governmental regulation of international trade is never 
justifiable. 

The typical free trader strongly believes, however^ 
that the presumption is always in favor of a policy of 
no governmental interference with trade; the circum- 
stances and conditions that justify governmental inter- 
vention are regarded as few and on the whole rela- 
tively unimportant, with the burden of the proof on 
those who seek to justify the wisdom of governmental 
aid or protection. Thus, free traders believe that no 
one should receive bounties or tariff protection unless 
it can clearly be shown that, owing to special circum- 
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stances, governmental intervention would indirectly 
benefit the community as a whole as well as the im- 
mediate beneficiaries of governmental aid. This, in 
most cases, is extremely difficult to prove on economic 
grounds. 

INCIDENTAL ARGUMENTS 

In addition to the essential argument for free trade 
that has just been stated, there are a number of ancillary 
arguments which are not without weight. Some of these 
arguments will be briefly considered. 

Political Argument. One of these arguments is the 
corrupting influence of bounties or protective tariffs on 
the political life of the nation. In this country, for ex- 
ample, the tariff is perhaps the most ancient and dis- 
honorable porK barrel. Although, as will be indicated 
presently, there are some valid arguments for protec- 
tion, it is extremely difficult to follow a rational protec- 
tionist policy. This is because of the manner in which 
tariff laws are usually made. There is almost no con- 
sideration of the national interest as a whole. A new 
tariff law emerges as the result of a series of political 
deals, vote trading, and logrolling among members of 
Congress who have been submitted to a barrage of 
pleas, threats, and fallacious arguments from lobbyists 
and pressure groups. The appalling ignorance and in- 
sincerity of most political comment on the tariff is one 
of the more depressing phases of our national life. A 
’ system of protective tariffs invites the promotion of 
sectional and group interests at the expense of the 
national welfare by opening each member of Congress 
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to attack from his local constituents unless he obtains 
for them a suitable serving from the pork barrel. The 
growing demand for the subsidization of agriculture 
is but the logical outgrowth of a technique originating 
in the pressure for tariff favors. In the words of one 
commentator: “Even prohibition has hardly contrib- 
uted more than protection to the staggering corruption 
which has become almost general throughout our po- 
litical organization.” ^ 

The free trader accordingly argues that it is better 
to have the government refrain from a policy of grant- 
ing favors in the form of bounties or tariffs, since this 
leads to lobbying and pressure-group activities that cor- 
rupt political life and convert an alleged system of ra- 
tional protection for the national welfare into a glori- 
fied racket. This is all the more dangerous in that the 
dense ignorance of both the public and most politicians 
as to the nature and effects of tariffs, together with the 
fact that the costs of protection are usually concealed 
and not immediately apparent in the national budget, 
peculiarly invite the sacrifice of national welfare to the 
advantage of special interests. 

Anti-lAonopoly Argument. Another argument that 
has enjoyed some popularity in this country js the con- 
tention that the tariff “is the mother of trusts”; that is, 
a belief that the tariff has fostered the growth of 
monopolies by eliminating foreign competition. It is 
perhaps dubious at best that the tariff has been one of 
the most important factors in the establishment of mo- 
nopolies. Moreover, many monopolies of the present 

^Rogers, J. H., America Weighs Her Gold (New Haven, 1931), p. 75 
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day are international in scope. It is undoubtedly true, 
however, that in some instances high tariffs increase 
the ability of monopolies to exploit the public, and that 
occasionally foreign competition, if it were allowed to 
operate, would be a healthy corrective to the abuse of 
rhonopoly power. 

If this country is to follow a policy of reliance on 
free competition as the regulator of economic life, it 
is quite inconsistent to discriminate against foreign 
competition, which in the case of some industries is the 
only effective competition to be found. If competition 
is assumed to be a necessary and healthy feature of the 
economic system, which is certainly one of the basic 
assumptions of the American economic system, there is 
rto economic logic in discriminating against foreign 
competition merely because it is foreign. This, of 
course, assu me s tha t the competition, whether domestic 
or foreign, is ‘ff air cqnapetition’’ ; that is, competition on 
the basis , of economic efficiency, and not on the basis 
of fraud, deceit, or discrimination in price. 

/ Free Trade and International Peace. Finally, there is 
some reason to believe that a policy of noninterference 
by the government in international trade is, on the 
whole, more conducive to peace than a policy of eco- 
nomic nationalism. Thus, it is argued that international 
trade provides a means whereby nations that are de- 
void of certain natural resources such as petroleum, 
iron, tin, rubber, and the like, are able to obtain access 
to these essentials of modern industrial civilization. In 
the absence of trade the only means of acquiring these 
resources is war and territorial conquest. Many of the 
valuable resources of the world are not evenly diffused, 
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but are concentrated in the possession of a handful of 
fortunate nations. Unless the people of other nations 
are allowed to obtain access to these resources a series 
of conflicts between the “have-nots” and the “haves” 
appears to be inevitable. 

This problem of access to raw materials has become 
increasingly acute since the World War, because of the 
restrictive trade policies followed by many of the na- 
tions and empires of the world. These policies, in turn, 
lend color and support to the militaristic groups in 
dissatisfied nations, such a s Jap m, Italy, and Germany, 
who claim that the inability to obtain raw materials by 
trade makes necessary their acquisition by territorial 
conquest. One of the most important questions now be- 
fore the League of Nations is the problem of lowering 
trade barriers in such a way as to lead to a peaceful 
solution of this problem. The free trader believes that 
a peaceful solution hinges on a free acceptance of ex- 
ports from the “dissatisfied” nations in payment for raw 
materials. This solution, it may be noted, does not im- 
ply that the nations with abundant resources will lose 
by the trade. Presumably they will receive more in ex- 
change than could be obtained without trade; other- 
wise the trade would not take place. The free trade 
solution simply advocates a policy of allowing the pro- 
ducers of raw materials to sell them to those who are 
willing to pay the highest prices for them. 

Another aspect of this problem is the constant aggra- 
vationof international ill will that results from changes 
in tariffs, quotas, and administrative regulations de- 
signed to control international trade in what is con- 
ceived to be the national interest, without any regard 
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for the effects of these measures on the economic wel- 
fare of other countries. A case in point is the veritable 
frenzy of protectionism that was displayed in the 
liawJey-Smoot Tariff of 1930 in which the Ossa of 
still higher duties was piled on the Pelion of duties in 
many cases already prohibitive. The new. tariff re- 
sulted in an immediate and violent protest from thirty- 
three foreign nations. Many of these regarded it as a 
declaradon of economic war, and threatened drastic 
retaliation. Since a policy of protection invariably in- 
volves discrimination against foreign sources of supply 
it almost inevitably leads to international resentment 
and ill will. 

This is particularly the case when duties are changed 
frequently and without notice, or when arbitrary and 
discriminatory administrative regulations are used to 
supplement tariff controls. Although the United States 
has not been so bad an offender on these counts as 
some other countries, the extreme height and breadth 
of our protective tariff, together with the fact that since 
the war we have been a creditor nation, have done 
much to foster resentment against this country, par- 
ticularly on the part of debtor countries. 


ARGUMENTS FOR PROTECTION AND 
NATIONAL SELF-SUFFICIENCY 


Although few informed people deny the strength of 
the economic arguments in favor of free trade, there 
are many who challenge free trade as necessarily the 
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most advantageous policy for all countries under any 
and all circumstances. S om e believe that the economic 
cost of a policy of protection is more than compensated 
by advantages of a political or military nature. Others 
believe in the protection of “infant industries” in new 
countries. Some frankly advocate a high degree of self- 
sufficiency as affording a greater degree of economic 
stability and security. 

All of these arguments have at least some pretense 
of intellectual respectability. But, in addition, a policy 
of protection is sometimes justified by arguments that 
are sheer economic nonsense — arguments that are 
found chiefly in political orations, and which the gen- 
eral public takes to its heart with the queer affection 
that it always seems to have for economic fallacies. 
In general, it can be said that the really valid argu- 
ments for protection are the ones that have the least 
popular appeal. In the brief discussion that follows 
only the more important arguments can be consid- 
ered. These arguments may be classified as follows: 

(1) arguments asserting that protection brings an eco- 
nomic gain that counterbalances the immediate cost; 

(2) arguments asserting that protection brings politi- 
cal or social gains that justify the economic cost; 

(3) nonrational arguments resting on erroneous eco- 
nomic thinking. 

ALLEGED ECONOMIC ADVANTAGES OF 
PROTECTION 

The Infant-Industry Argument. This argument has 
a considerable measure of validity when its proper lim- 


238 INTERNATIONAL TRADE 

itations are recognized. The infant-industry argument 
acknowledges the fundamental soundness of a policy 
of free trade as a permanent commercial policy. How- 
ever, it is argued that it may be of advantage to new 
and undeveloped countries to stimulate the establish- 
ment of manufacturing industries before this would 
occur as a result of the operation of competitive eco- 
nomic forces. 

Thus, the establishment of manufacturing industries 
in undeveloped countries may be delayed by the fact 
that similar industries in older countries have inci- 
dental advantages arising from long experience, and 
may offer extremely severe competition to newcomers 
in the field. Moreover, initial costs may be large, and 
enterprisers may be loath to undertake the risks. In 
due course of time the opportunities for the success- 
ful launching of new industries would be so great, it 
is argued, that their establishment would occur without 
governmental assistance. But, if new industries are of- 
fered protection, this development may occur much 
sooner than would otherwise be the case. The alleged 
advantage of this earlier development is believed to 
warrant such aids as bounties or protective tariffs. It is 
sometimes further contended that governmental assist- 
ance of this kind will cause the country to develop more 
rapidly, by attracting foreign capital and trained work- 
ers to the new country to take advantage of the lucra- 
tive opportunities thus provided. 

There may be merit to these -claims, although the 
advantages of hastening industrial development are 
easy to overemphasize. But, regardless of this aspect 
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of the problem, there are certain limits to the infant- 
industry argument that are usually overlooked in popu- 
lar discussion. First of all, the most convincing advo- 
cates of infant-industry protection are usually careful 
to point out that the protection should be temporary 
and not permanent. That is, after the new industries 
have been given time to establish themselves, the pro- 
tection should be removed, and they should be left to 
their own competitive devices. If they cannot survive 
foreign competition, it is clearly evident that the country 
does not possess a comparative advantage in those lines, 
and there is no economic justification for continuing 
to support these industries at public expense and thus 
to perpetuate an error in the application of the policy 
of infant-industry protection. The main hindrance to 
a rational application of infant-industry protection is 
that the industries thereby created will undoubtedly 
claim they have a vested interest in continued protection, 
and will resist removal of duties by every device of 
political pressure and logrolling at their command. This 
has been the general experience of the United States. 

A second limitation on the infant-industry argument 
is that it is logically applicahle on an extensive scale 
only to a country that is largely agricultural. If a coun- 
try is already developed industrially it cannot, to any 
significant degree, increase the extent of its industrializa- 
tion by infant-industry protection, sii^this would mean 
an attempt to develop some industries at the expense 
of others. Our earlier tariff policy was an open and 
avowed subsidization of industry at the expense of agri- 
culture. Since the greater part of our exports are now 
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manufactured goods or semi-manufactures, protective 
tariffs to protect new industrial infants would probably 
hurt other industries as much as they would American 
farmers, both groups suffering to the extent that their 
export markets would be reduced, and they would be 
forced to pay higher prices for protected products. 

It is believed by many economists that, although the 
infant-industry argument had some validity for this 
country until the latter part of the nineteenth century, 
there is today little justification for its application. It is 
quite possible that the textile industry and iron and steel 
industry were greatly stimulated by infant-industry 
protection and consequently reached an advanced 
state of development much earlier than would other- 
wise have been the case. On the other hand, the auto- 
mobile, moving picture, and radio industries have 
benefited little from protection but, nevertheless, 
quickly grew to great size and provided formidable 
competitors in the world markets from almost the very 
' start.^ 

TheT ariff and the Conservation of Natural Resources. 
It is sometimes argued that a policy of protection is 
justifiable to the extent that it promotes the conservation 
of exhaustible natural resources. Thus it is claimed that 
the long-run economic interests of the nation are not 
best served by exporting to foreign nations our rich 
heritage of natural resources. It is said that a policy of 
laissez faire has resulted in a wasteful competitive ex- 
ploitation of our resources for the sake of a temporarily 
profitable foreign trade that will deplete the supply 

^Graham, F. D., Protective Tariffs (New York, 1934), p. 78 
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of natural resources for future generations; we shall 
export the most easily obtained part of our supply of 
petroleum, mineral, and forest resources, and exhaust 
the fertility of our soil, to the profit of those engaging in 
foreign trade, and to the detriment of the future eco- 
nomic weal of the nation. 

Interpreted with proper reservations, these assertions 
may have some validity, and, if our commercial policy 
were largely based on sound considerations of con- 
servation, they would evidence a greater economic wis- 
dom than is now the case. But this argument throws ; 
open the whole question of conservation and, in addi- ; 
tion, raises the question of the equitable distribution of i 
natural resources among the people of the world. If '• 
each nation should strive to prevent the exportation of 
scarce and irreplaceable raw materials, most of the na- 
tions of the world would be deprived of many of the 
essential' materials of modern industrial civilization. 
Even this country would be faced with a shortage of tin, 
manganese, nickel, and a host of other products. With 
our vast consumption of petroleum it is quite conceiv- 
able that in a few years we may be glad to be a net im- 
porter rather than a net exporter of petroleum products. 

But granting that a nation wishes to conserve certain 
of its natural resources by reducing their rate of exhaus- 
tion, the best way to do this is not by following a policy 
of indiscriminately high import duties, with the hope 
that, as an indirect result of this policy, those exports in- 
vqlying the exploitation of natural resources will be de- 
creased. Any control of foreign trade, with conservation 
in view, would best be effected 1^ export embargoes 
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or by amending the Constitution so as to permit export 
taxes. Since both of these measures would adversely 
affect the profits of important producing groups in this 
country, the chances of measures of this type being 
taken appear to be slight. 

In any event, our own consumption of our exhaustible 
natural resources such as minerals, petroleum, and for- 
est products is so great that any attack on the conserva- 
tion problem is, for the most part, a domestic issue, with 
the foreign trade aspect of the problem decidedly sec- 
ondary in importance. Any thoroughgoing conservation 
plan would probably tend to raise the present prices of 
natural resources and would thus retard present utiliza- ; 
tion. This would automatically reduce exports as well 
as domestic consumption without the necessity for any 
additional foreign trade control. A conservation pro- j 
gram should really involve the abolition of duties on | 
mineral or forest products that we were attempting to i 
conserve. Actually the producers in some of the natural 
resource industries have demanded and received tariff 
protection although that is flatly contrary to a conserva- 
tion policy. Such duties, by preventing foreign imports, 
tend to a more rapid exhaustion of our limited domestic 
supply. For example, it is hardly conducive to a policy 
of conservation of natural resources to levy an import 
duty on manganese of which there is an extremely 
limited supply in this country. 

Protection as a Means of Preventing Overspecializa- 
tion. Sometimes a policy of protection is advocated on 
the ground that it will lead to a greater diversity in 
economic activities, and so prevent a dangerous con- 
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centration in a few lines of production. Thus, if a nation 
specializes in the production of a few agricultural 
commodities, sudden changes in the world demand for 
these products, or sudden declines in their prices relative 
to the prices of imported industrial products, may result 
in acute economic distress. Conversely, if a nation spe- 
cializes in manufacturing, it may experience severe un- 
employment in world-wide business depressions. Conse- * 
quently, it is claimed that it is better to aim at a balanced 
economy in which fluctuations may, at least to some - 
degree, offset themselves. This may be true to some ex- 
tent in economic fluctuations of a moderate sort, but 
severe depressions, such as that occurring in the early 
1930’s probably affect nations with a diversified eco- 
nomic development as much as those with a more 
specialized economy. Certainly the United States, with 
one of the most nearly balanced economies in the world, 
suffered at least as much from the depression as agri- 
cultural nations like Argentina or Australia, or rela- 
tively more industrialized nations like the United King- 
dom. 

Other factors doubtless explain this in part, but at 
least it can be said that a balanced economy is no 
guarantee against extreme fluctuations in prices and 
economic activity. Moreover, while large countries such 
as the United States might be able to bear the costs of 
maintaining a more diversified economy than might 
result under conditions of laissez faire, particularly since 
they would have a fairly widely diversified economy in 
any event, the cost of diversification in smaller countries, 
with a marked comparative advantage in a few lines. 
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might well exceed any potential gain in stability. Thus, 
it is by no means certain that Cuba would be better o£E 
economically if it used protective tariffs to reduce its 
intensive specialization in sugar. 

Protection against Dumping. “Dumping” is a term 
applied to price discrimination between national mar- 
kets, and the main objection to it, from an economic 
point of view, is that it often represents unfair cpmpe;ti- 
tion by monopolistic enterprises. One of its most fre- 
quent manifestations is the selling of commodities 
abroad at a price lower than that charged in the domestic 
market. Under conditions of monopoly or monopolistic 
competition, producers may charge a monopoly price in 
their domestic market and sell at a competitive price in 
foreign markets. To do this successfully there must 
usually be tariff protection in the domestic market, 
otherwise domestic consumers would import the com- 
modity from abroad rather than pay the higher domestic 
price. 

If countries could count on getting dumped com- 
modities at permanently lower prices than would be 
charged if they produced the commodities themselves, 
there would be little economic objection to dumping; in 
fact, they would gain as a result of being able to import 
commodities at such low prices. However, once compe- 
tition has been eliminated by dumping tactics, the price 
may be raised to monopolistic levels, providing that the 
threat of further competition is sufficient to prevent a 
revival of competitive production of the commodity. 

Moreover, much dumping is of a temporary or 
sporadic type designed to dispose of temporary over- 
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stocks, without the necessity of lowering prices in the 
domestic market. The disorganizing effect on the in- 
dustries in the countries where commodities are dumped 
may thus offset any gain that may accrue to consumers 
from temporary bargain prices. 

For these reasons it is generally conceded that tempoT 
rary tariffs or administrative controls that are designed 
to prevent unfair competition of this type are econom- 
ically justifiable. In other words, there is every bit as 
much reason to prevent unfair competitive tactics of 
this kind on an international scale as there is to prevent 
discriminatory price tactics by domestic monopolies. It 
must be kept in mind, however, that dumping involves 
price discrimination, and that the mere fact that foreign 
producers can undersell domestic producers in some 
lines is not evidence of dumping. If there is no discrim- 
ination between national markets, there is no reason to 
prevent price competition by foreign producers. 

Antidumping legislation is difficult to apply because 
the evidence of dumping is ordinarily hard to obtain. 
This sometimes results in unjustly applying penalty 
measures to foreign exporters who are underselling 
domestic producers as a result of superior efficiency. 
Finally, a policy of preventing dumping does not justify 
the maintenance of high protective tariffs in general 
and at all times, but only the temporary imposition of 
antidumping duties. 

'National Self-Sufficiency and a Controlled Economy. 
In recent years an increasing number of people have 
reached the'conclusion that free competition is no longer 
a satisfactory regulator of economic life. Many believe 
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that unregulated competition is self -destroying and leads 
to monopoly, or a state of monopolistic Competition, in 
which prices are rigidly controlled rather than left free 
to fluctuate. It is argued that modern methods of pro- 
duction, with their huge investments and fixed costs, 
tend to make the economic system rigid and resistant 
to change. Again, it is pointed out that in some countries 
powerful labor organizations attempt to freeze existing 
wage rates and prevent any downward adjustment of 
monetary wages. Moreover, it is claimed that in the 
modern economy, with its huge fixed debts, price de- 
clines result in acute economic distress. In general, it is 
argued that what the modern economic system needs is 
stability. Because of the inflexibility and the extreme 
interdependence of the modern economic system, it is 
asserted that any shock to the system is likely to result 
in a serious depression, unemployment, and extreme 
unbalance. 

For these reasons many people have reached the con- 
clusion that the future must witness an increasing con- 
trol of economic life by the government, with the pri- 
mary objective of increasing economic stability and 
security, even at the cost of some sacrifice in productiv- 
ity. It is believed by many that the state must exercise an 
increasing control over prices and production and must 
guide the economic system by conscious plan, rather 
than by leaving the regulation to competition and free 
enterprise. It is further contended that to allow freedom 
of international trade would defeat any program of plan- 
ning and control, and therefore that foreign trade, as 
well as domestic, must be controlled. Indeed, some go 
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so far as to state that the more self-sufficient a nation 
can become, the better is the chance that the controlled 
economy will provide the greater security and stability 
that are its primary objectives, since a nation can never 
hope to control its foreign trade as completely and suc- 
cessfully as its domestic trade, over which it can exer- 
cise absolute political control. 

These views, it is apparent, are an indictment of the 
system of private capitalism, and only indirectly an in- 
dictment of freedom of international trade. Whether or 
not one believes that a planned economy will be more 
successful than a competitive economy depends very 
largely on one’s economic and social philosophy. It is 
quite true that a completely planned economy will ne- 
cessitate control of international trade as well as do- 
mestic trade. 

In Russia, for example, both export and import trade 
are rigidly controlled by the government. Similarly, 
fascist countries such as Italy and Germany have ex- 
ercised an increasingly stringent control over inter- 
national trade. Moreover, each of these three countries 
is avowedly aiming at a high degree of self-sufficiency. 
Germany, in particular, boasts that in a few years she 
will be entirely self-sufficient as to food and essential 
raw materials. Italy has become largely self-sufficient 
in wheat, though at the economic cost of much higher 
prices for wheat than would prevail if it were imported. 

But it is by no means certain that any of these coun- 
tries in the near future will be able to sever absolutely 
all economic connection with the outside world, and 
probably none of them wishes to carry a policy of self- 
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sufficiency to such an extreme. They can minimize for- 
eign trade but not eliminate it entirely. It is suspected 
by many that the decline in Germany’s foreign trade 
is not altogether to her liking and far from voluntary 
on her part. To no small degree, the decline in Ger- 
many’s foreign trade is a consequence of a rigid policy 
of exchange control that has decreased both her ability 
to export and her ability to import.'* Complete autarchy, 
under modern industrial conditions, is largely an illu- 
sion, although attempts to attain it may greatly reduce 
the volume of a country’s foreign trade and inevitably 
necessitate an increasingly strict governmental control 
of foreign trade and, in all probability, of domestic trade 
as well. 

It is very much to be doubted that many of those 
Americans who clamor for a policy of self-sufficiency, 
or who advocate the minimization of our foreign trade 
by prohibitive tariff duties, are really very sympathetic 
to an increasing control of economic life by the govern- 
ment, so far as domestic economic activities are con- 
cerned. They strongly favor governmental interference 
to prevent imports, but for the most part they would be 
outraged by what they would consider unwarranted 
governmental interferences with business in the do- 
mestic sphere, if a controlled economy were seriously 
attempted. 

Yet the gain in economic security and stability that 
would accrue from a policy of self-sufficiency, which was 
at the same time accompanied by a policy of laissez faire 

® In addition, the Jewish boycott may have reduced German exports to 
some degree. How much is uncertain. 
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i in domestic economic life, would probably not be very 

significant — certamly not great enough to justify the 
economic cost of a policy of isolation. Depressions are 
; the resultant of domestic as well as international mal- 

' adjustments. In a country as large as the United States, 

and with the high degree of specialization and eco- 
nomic interdependence that would prevail even if 
it were self-sufficient, economic fluctuations would 
probably be about as violent whether the nation were 
self-sufficient or not. If the collapse of international 
: trade has intensified some depressions, a sustained 

foreign market has cushioned the shock in others, 
or has been a factor of importance in promoting re- 
i covery. 

: It may well be that a large degree of instability is in- 

herent in the modern capitalistic economy, and that 
about all that can be done within the framework of 
such an economic system is to ameliorate the effects of 
instability by a broad program of social legislation such 
as unemployment insurance. Another line of attack 
might be a more thoroughgoing governmental control 
of the monetary and banking system. Measures along 
these lines might easily contribute more to the solution 
of the problems of economic instability than a policy of 
economic nationalism. But measures of this kind are 
far more likely to be violently opposed by American 
advocates of economic nationalism than favored by 
them. Strong advocates of unemployment insurance 
are rarely found in the ranks of the arch-protection- 
I ists. 

I Nor can the protective tariff of the United States 
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by any stretch of the imagination be considered a notable 
achievement of economic planning. It has, on the con- 
trary, represented a welter of conflicting objectives, 
and a planless granting of favors to special groups with 
little or no consideration of the total effect on the eco- 
nomic life of the country as a whole. The tariff might 
conceivably be used as an instrument of control in a 
planned economy; but it would be a far different tariff 
from that which we have today, and the political ma- 
chinery for determining tariff rates would be vastly 
different from that which is used at present. 

It should be clearly understood that any further 
movement of the United States toward economic nation- 
alism and self-sufSciency would result in a far greater 
degree of governmental control of economic life than 
most Americans would be willing to accept, least of all 
our ardent advocates of high tariffs. Economic national- 
ists are fond of pointing out that we exported only about 
ten per cent of the goods we produced in 1929, and that 
this ratio fell as low as six per cent during the depres- 
sion of the early 1930’s. 

But these figures tend to obscure the economic dif- 
ficulties that would be involved in readjusting our 
economy to a self-sufficient basis. In recent years we 
have exported forty per cent of our refined copper, 
twenty-seven per cent of our agricultural machinery, 
sixteen per cent of our industrial machinery, sixty-six 
per cent of our cotton, forty per cent of our tobacco, and 
twenty-eight per cent of our canned fruit. The ratio of 
exports to total production in many other specific in- 
dustries also is high. Hence any further reduction of our 
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international trade would find us with badly over- 
expanded industries in many important lines of produc- 
tion, and labor and capital would have to be shifted from 
these lines to others. The difficulties of such a transition 
would almost inevitably necessitate, at least for a number 
of years, direct governmental action to relieve unemploy- 
ment and to attempt to establish a new balance in our 
economy. 

In regard to the difficulties of such a readjustment, 
Secretary of Agriculture Wallace has said:^ 

“If we finally go all the way toward nationalism, it may 
be necessary to have compulsory control of marketing, 
licensing of plowed land, and base and surplus quotas for 
every farmer for every product for each month in the year. 
We may have to have government control of all surpluses, 
and a far greater degree of public ownership than we have 
now. It may be necessary to make a public utility out of 
agriculture and apply to it a combination of an Esch- 
Cummins Act and an Adamson Act. Every plowed field 
would have its permit sticking up on its post. . . . Frankly 
I do not think we should go this far until we have had a 
chance to debate all of the issues with the utmost thorough- 
ness. . . 

But even after the transition to a more complete 
state of self-sufficiency had been effected, there would 
be a continuing cost in the decreased productivity that 
would result from the less effective use of our labor 
and resources. Moreover, we would undoubtedly have 
lost a large part of our huge foreign investments in the 

^America Must Choose, World Affairs Pamphlets No. 3, Foreign Policy 
Association (New York, 1934), p. ii 
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process, since we would have deprived our foreign 
debtors of the means of repaying us. 

It may, of course, be argued that a planned economy 
need not necessarily imply a policy of autarchy, or 
even a very great reduction in the total amount of for- 
eign trade; the government might merely try to con- 
trol foreign trade with an eye to increasing stability in 
the national economy as a whole. But any attempt to 
stimulate a depressed domestic economy by forcing an 
increase in exports may meet with opposition from 
other countries which may be attempting to stabilize 
their domestic economies by reducing imports. Simi- 
larly, attempts to correct unemployment in certain lines 
by reducing imports may result in a curtailment of em- 
ployment in other lines by causing foreign nations to 
undertake retaliatory action against exports. 

The prospect of the international trade of the world 
rigidly controlled by individual nations, each with an 
eye to foisting burdens of economic readjustment on 
foreign nations, is not a particularly hopeful picture. 
This is precisely what happened during the 1930-1933 
depression, and a tremendous reduction in world trade, 
the generation of international ill will, and a retarda- 
tion of general economic recovery were the results. 

Effective control of international trade, without a 
serious diminution of its volume, is probably contin- 
gent on a degree of international co-operation that is 
quite impossible under present political conditions. In 
the absence of this co-operation a policy of less govern- 
mental interference with international trade has much 
to recommend it. If the system of competitive capi- 
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talism is to be abandoned, in favor of a controlled econ- 
omy with rigid control of foreign trade by nationalistic 
states, the result will probably be a reduction in the 
volume of foreign trade that will constitute a heavy 
economic cost in proportion to the gain in stability. 

ALLEGED POLITICAL AND SOCIAL 
ADVANTAGES OF PROTECTION 

Many of the arguments for protection, or for a high 
degree of self-sufficiency, involve the claim that the 
economic costs of such a policy are more than compen- 
sated by social or political advantages. It is conceded 
that the specialization that would take place under 
free trade is economically advantageous; but it is con- 
tended that this advantage should sometimes be sacri- 
ficed to further the attainment of certain political or 
social objectives. The weight that is assigned to these 
arguments depends entirely upon one’s scale of values. 
There is no objective standard that will provide a defini- 
tive answer, since the alleged costs and gains cannot 
be weighed in the same scale. Only three of these po- 
litical and social arguments will be considered: (i) 
military self-sufficiency; (2) the claim that foreign trade 
leads to war; (3) the claim that a diversified economic 
life has certain social advantages. 

Military Self-Sufficiency. This argument is one of the 
favorites of protectionists, and is undoubtedly of great 
importance in the determination of international com- 
mercial policy. In brief, it rests on the assumption that 
a policy of free trade would result in the dependence 
of the nation on foreign imports of many of the prod- 
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ucts that are vital to military strength. In case of 
war the nation might be blockaded and deprived of 
these vital products with fatal consequences. Accord- 
ingly, it is argued that, either by tariffs or bounties, 
each nation should provide itself with those industries 
that are essential to national defense in case it does not 
possess a comparative advantage in those lines. The 
military self-sufSciency argument has had a great deal 
to do with the resort to high protective tariffs in the 
post-war world. Specifically, it is an important factor 
in the desire for greater self-sufficiency in Germany, 
Italy, and Russia. The extreme suffering of Germany 
as a result of the Allied blockade has not been forgotten, 
and is perhaps the chief reason that Germany is bend- 
ing every effort to become self-sufficient in food. Many 
of the smaller nations of central Europe have also been 
influenced by considerations of military necessity in 
determining their commercial policies. 

Unquestionably, from the military point of view, 
there is merit in the attempt to assure a supply of war 
materials by a policy of protection. The difficulty is in 
knowing where to draw the line. Warfare has ceased 
to become a combat of small professional armies, and 
now involves whole populations in a struggle in which 
economic and industrial power may be decisive. Con- 
sequently, carried to its logical conclusions, an argu- 
ment for military self-sufficiency means that all na- 
tions must be able to produce not only armaments and 
munitions, but the raw materials essential to these, and 
a necessary minimum of food and clothing as well. 
Each country must be able to produce munitions, air- 
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craft, tanks, heavy artillery, motor vehicles, chemicals, 
as well as sufficient food and clothing to sustain both 
its civilian population and armed forces. 

In other words, since modern warfare is part and 
parcel of the complexity of modern industrial life, 
almost complete autarchy would seem to be necessary 
to assure military self-suflSiciency. Predominantly agri- 
cultural nations would have to foster industry, and pre- 
dominantly industrial nations would have to foster agri- 
culture. But, as has already been stated, no nation can be 
entirely self-sufficient as to essential raw materials. For 
this reason complete military self-sufficiency is perhaps 
not attainable. How far nations shall go, in attempting 
it, becomes largely a question of assessing the ad- 
vantages and disadvantages involved in such a policy. 
On the one hand, there is the loss in economic strength 
and productivity involved in subsidizing industries in 
which a nation does not have a comparative advantage 
and, on the other hand, the usefulness of these industries 
in time of war. 

Clearly many countries cannot hope to be very suc- 
cessful in building up heavy industries, or in establishing 
factories for the production of aircraft and motor ve- 
hicles which require mass production. On the other 
hand, while military self-sufficiency might justify some 
subsidization of agriculture in industrialized countries, 
the increased cost of food and agricultural raw materials 
provides a very real check to the extent to which this is 
possible. A nation may easily push such policies too 
far. A policy of freer trade may result in such an in- 
crease in population and economic power that a 
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nation may be stronger in a military sense than would 
be the case if it were more self-sufficient. Thus, Great 
Britain would be a much weaker country from the 
military point of view if she had tried to remain self- 
sufficient as to food and raw materials. Specialization 
has given her the economic strength to support one of 
the strongest navies and air forces in the world. 

Self-sufficiency to Avoid War. In the United States, 
in recent years, there has been some advocacy of a policy 
of reducing foreign trade to a minimum, on the ground 
that foreign trade is likely to involve the nation in war. 
It is pointed out that foreign trade may lead to bitter 
competition between the nationals of different countries, 
and that the competitive struggle may soon pass beyond 
the economic sphere into the use of armed force. Ex- 
porters will call on their own nation to use its prestige 
or power politics to obtain special trading advantages, 
or to resist the obtaining of special favors or conces- 
sions by foreign competitors. These rivalries may be 
particularly acute where each of several nations is aim- 
ing at establishing political control over backward na- 
tions, or attempting to prevent others from doing so. 
Similarly, the use of armed force or the display of force 
to protect foreign investments may increase the chance 
of war. Another aspect of this problem is the difficulty 
of maintaining so-called neutral rights to trade with bel- 
ligerent nations during a war without becoming a party 
to the hostilities. A case in point is the friction between 
the United States and Great Britain during the early 
years of the World War, and the eventual declaration 
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of war against Germany by the United States because 
of incidents arising from the submarine blockade. 

Very few people would argue that foreign trade is 
worth a major war, but it is not at all certain that foreign 
trade itself can be considered a fundamental cause of 
war. To attempt to dispense with foreign trade alto- 
gether because certain policies with respect to foreign 
trade increase the dangers of war is very much like 
throwing out the baby with the bath water. That for- 
eign trade is possible without concomitant political 
policies that lead to war is suggested by the long 
record of freedom from war of the Scandinavian coun- 
tries and Holland. These countries are active in foreign 
trade, but they find it possible to be so without going to 
war about it. Perhaps it is better insurance for peace to 
abandon the policies that make for war instead of 
abandoning foreign trade. The cause of peace may pos- 
sibly be better furthered by continuing the effort to 
develop the machinery for the peaceful settlement of 
international disputes. 

Moreover, it may be that in course of time a some- 
what saner conception of national interest may be 
developed. It might be that it would be to the interest 
of certain groups for the United States to maintain the 
“open door” in China at the cost of war with Japan. 
It would be most difficult, however, to prove that it 
would be to the national interest to engage in a war 
costing billions of dollars and thousands of lives to 
protect our relatively small trade with China, and 
investments in that country. Unfortunately, it has 
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sometimes been all too easy for certain groups to con- 
vince the government and people that rather narrow 
group interests are identical with die national interest. 
It may be hoped that such will not always be the case. 
If there are suflEcient advantages in trade, it will un- 
doubtedly develop and continue without the necessity 
of using force. If the real aim is to increase foreign 
trade, it can best be done by removing trade barriers 
in the form of tariffs. Our export trade is reduced far 
more by our own tariff than it would be by the closing 
of the open door in China. 

As has been mentioned in the discussion of free 
trade, any move toward general autarchy is itself a 
danger to international peace in that it may deprive 
many nations of essential products except as they can 
obtain them by conquest. Moreover, it is usually true 
that intense economic nationalism goes hand in hand 
with aggressive political nationalism and militarism. 
On balance, therefore, it is difficult to believe that the 
cause of world peace will be much furthered by policies 
inclining toward autarchy. But it must be conceded that 
there is much to be said in favor of a neutral counti-y 
embargoing trade with, and particularly loans to, bel- 
ligerent nations, unless the neutral nation has sufficient 
national political interests at stake to be willing to risk 
war. Although the recent neutrality legislation of the 
United States has been violently criticized as well as 
strongly defended, it would appear to be a step in the 
right direction if the primary national interest is to 
keep the United States out of war. Neutral rights to 
trade are hardly worth a war. 
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Alleged Social Advantages of Protection. Many of 
those who admit the economic advantages of free trade 
and specialization contend that a policy of protection 
is sometimes preferable for social reasons. Thus a policy 
of free trade might result in the reduction of agricul- 
ture to a subordinate position because a nation did 
not have a comparative advantage in agriculture. This, 
it is argued, would have bad social consequences. A 
large number of independent farmers working and 
owning their own farms are claimed to be a particu- 
larly valuable social asset to the community. They are 
said to provide a class of stable and conservative citi- 
zenry that will resist violent social or political change, 
and leaven the moral life of the nation by the virtues 
that are supposed to be fostered in the simple bucolic 
life. 

On the other hand, industrialization is pictured as 
a social blight bringing a large proletarian class, and 
urbanization with crowded slums, and all the other less 
pleasing manifestations of modern industrial life. Ac- 
cordingly, it is argued that there is a great social ad- 
vantage in keeping agriculture the backbone of the 
nation and in preventing overindustrialization. It is 
quite unlikely that these arguments will, at present, re- 
ceive much consideration in determining commercial 
policy, although the agrarian class is sometimes politi- 
cally powerful enough to obtain protection. 

Another argument sometimes advanced is that pro- 
tection should be used to correct the uneven distribution 
of income that has so far characterized the modern 
industrial economy. In other words, protection is ad- 
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vocated to alter the shares in the distribution of income, 
even at the expense of decreasing the total income to be 
distributed. Thus, protective tariffs levied on imports 
that embody a relatively large amount of labor as com- 
pared to capital may increase the relative demand for 
labor and alter in its favor the share of the national 
income received by that class. Whether labor’s share 
would be absolutely larger is not at all certain. If 
the policy were carried to very great lengths the result- 
ing reduction in productivity would, in all probability, 
preclude any increase in the real income of labor. 

Sometimes it is contended that it would be to the 
advantage of labor for the government to prevent the 
export of capital. This contention assumes that the re- 
sult of such a policy would force down interest rates 
and increase the relative share of income going to 
labor. Similarly, low rates of interest might make pos- 
sible many socially desirable projects such as low-cost 
housing. Whether labor would gain in the long run 
from a policy of restricting capital exports is highly 
uncertain. There is a possibility that a decline in the 
rate of interest might lead to a reduction of saving and 
a consequent rise in the rate of interest to the levels 
that previously prevailed. 

Again, labor in the capital-exporting countries has 
enjoyed some indirect gain when foreign investments 
have been of such a nature as to increase the produc- 
tivity of borrowing countries. Such loans have increased 
the quantity of products available for consumption 
and have thus increased real incomes in both the credi- 
tor and debtor nations. Thus, the British capital that 
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poured into this country during the last century, for 
the building of American railroads, was a very im- 
portant factor in lowering the cost of food in Eng- 
land. Finally, if it is an objective of social policy to 
increase the relative share of income going to labor, 
this may be accomplished far more effectively by direct 
action than by indirect methods such as tariffs or an 
embargo on foreign loans. For example, the nation 
might resort to steeply progressive income and inheri- 
tance taxes and use the proceeds for social insurance or 
low-cost housing developments. 

NONRATION AL ARGUMENTS FOR 
PROTECTION 

These arguments are encountered most frequently in 
political platforms and orations, and in “man in the 
street” economics. Some of these arguments have been 
dealt with by implication in the discussion of inter- 
national trade theory, and in the analysis of the tariff 
as an implement of control in commercial policy, and 
will not be treated in detail. For the most part, they are 
crude mercantilistic fallacies, which, so far as scien- 
tific thought on the subject is concerned, have long 
ago received a deserved interment. An example of argu- 
ments of this kind is the claim that the profit from for- 
eign trade consists of selling more abroad than is pur- 
chased, with the result that there is a steady influx of 
gold. Accordingly, it is said that we should sell abroad, 
but use the tariff to prevent imports. As has been pointed 
out, this view not only indicates a complete misunder- 
standing of the nature of the economic advantage of 
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foreign trade, but of its monetary mechanism as well. 

Another example is the belief that foreign trade is 
for the purpose of disposing of “surpluses”, and that 
while it is fine for us to get rid of our “surpluses”, 
those of foreigners should be excluded from the domestic 
market. This view completely overlooks the point that 
specialization inevitably involves producing more of 
some commodities than are consumed domestically, 
and that these exports are not the casual by-products 
of a failure to guess the consuming capacity of the do- 
mestic market. There is much plant capacity in this 
country that was deliberately and consciously planned 
to serve the foreign market as a natural consequence of 
geographical specialization. A nation no more exports 
“surpluses” than the grocer sells “surplus” groceries as 
a result of miscalculating his individual needs. 

Still another fallacy is that imports should be ex- 
cluded by tariffs because they “send money abroad 
which should have been kept at home.” This fallacy 
ignores the fact that imports are paid for by giving 
foreigners purchasing power in this country, and that 
the spending of this purchasing power results in the 
export of goods and services to pay for imports. This 
fallacy is closely akin to the wholly fictitious remark at- 
tributed to Abraham Lincoln to the effect that when 
an American buys goods from an American we have 
both the money and the goods, but that when an Ameri- 
can buys goods from a foreigner the foreigner has 
the money and we have the goods. 

The Pauper-Labor Argument. Undoubtedly the fal- 
lacy that at the present time occupies the most important 
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place in winning the favor of the electorate for a policy 
of high tariffs is the so-called pauper-labor argument. 
This argument asserts that the United States has the 
highest wage level and the highest standard of living 
in the world, and that, in consequence, we must have a 
high tariff to defend the American wage worker against 
the competition of the low-wage labor of Europe and 
Asia. Were it not for the tariff, this argument continues, 
the United States would be inundated by an influx of 
products from low-wage countries that would be able 
to undersell us in practically everything and thus throw 
American wage earners out of jobs until our wage level 
had been driven down to that of the “coolie” labor of 
Asia or the “sweated” labor of Europe. 

Belief in this argument is entertained with an almost 
religious piety by perhaps a majority of the American 
public, but it is, nevertheless, wholly erroneous. Inas- 
much as the pauper-labor argument involves an almost 
complete misunderstanding of the economics of inter- 
national trade, the ability to see through this argument 
may perhaps be considered the pons asinorum of this 

I field of study. 

I Aside from the theoretical errors involved in this 

argument, an appeal to obvious fact should do much 
to discredit it. To begin with, if the argument were 
true, how can it be possible for us to export ? The United 
States is one of the greatest exporting nations in the 
world, and the diversity of its exports is amazing, con- 
sisting of a tremendous variety of raw materials, semi- 
manufactured, and manufactured products. Yet we sell 
these goods all over the world in competition with sim- 
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ilar articles produced by foreign “low-wage” labor, 
and do so at a profit. In many cases our products are 
sold abroad at a profit even in spite of substantial foreign 
tariff barriers. Producers of these exports are not pro- 
tected by the American tariff when goods are sold in 
foreign markets, and our export industries pay the 
American scale of wages, but we can and do compete 
successfully in foreign markets. Indeed, low-wage for- 
eign producers often ask tariff protection from the com- 
petition of efficient American industry. If we can meet 
foreign competition in many lines in foreign markets, 
we can certainly meet that competition in the domestic 
market. 

One of the major fallacies involved in the pauper- 
labor argument is the erroneous assumption that high 
money wages necessarily mean high money costs of 
production and that low money wages necessarily 
mean low costs of production. But money costs of 
production are not determined by the money wage 
alone; they depend upon output per man-hour as well. 
Wages may be very high in this country, but if pro- 
ductivity is high the wage cost per unit of product 
may be quite low. Unit costs may be much lower than 
in Italy or Japan, where money wages are low but 
where productivity per man-hour is also relatively low. 
This is the reason why the United States with its high 
wage level is able to undersell Japan or Italy in some 
lines in spite of the much lower wage levels in those 
countries. 

The standard of living of a country depends upon 
the per capita productivity of its people. If resources are 



COMMERCIAL POLICY 265 

abimdant and productive technique is efficient, the per 
capita productivity will be great and the standard of 
living will be high. In such a country the prices of inter- 
nationally traded goods will be about the same as in 
other countries, but because of the high productivity 
of labor it will be possible to pay high wages relative to 
these prices. Real incomes will be high because of the 
fact that high wages relative to prices will mean that a 
large amount of goods can be obtained with these 
money incomes. 

In contrast, in a country where money wages are 
low and productivity is low, the standard of living will 
also be low. Prices of internationally traded goods will 
be about the same as in the high-wage country, but 
money wages will be much lower. This means low 
real incomes for the people in the country of low 
productivity. The height of money wages in each of 
the two countries is not the cause of the high standard 
of living in the one and the low standard in the other; 
the money wages in the two countries are the resultant 
of their respective productive efficiencies. Because pro- 
ductivity is high, the one country can afford to pay high 
wages; because productivity is low in the other, only 
low wages can be paid. 

But as has been seen, countries are not equally effi- 
cient in all industries. They are comparatively more 
efficient in some than in others, or, as previously stated, 
each has a comparative advantage in some lines of pro- 
duction. It is the productivity in industries possessing 
a comparative advantage that determines what the gen- 
eral level of money wages of a country will be, given 
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the world price level of internationally traded goods. 
Wages for a given grade and type of labor in these 
industries will set a standard that other industries are 
forced to meet if they are to obtain workers of this 
class. 

In other words, the general level of wages for workers 
of different grades in the United States is set by what 
workers can earn in mass-production industries such 
as the manufacture of automobiles, machinery, and 
typewriters, or in the production of agricultural prod- 
ucts that can be cultivated by extensive methods of 
farming. The general level of wages in this country is 
not set by what can be earned in specialty manufactures 
requiring a large amount of hand labor, or in the pro- 
duction of such commodities as sugar beets or raw silk. 
But, if enterprisers attempt to pay the relatively high 
money wages that can be earned in the first type of 
industry for the employment of labor in the second 
type, they will find that they cannot produce at a profit. 
Then the cry will be raised that they are being under- 
sold by cheap foreign labor. 

As a matter of fact, however, it is the necessity of com- 
peting for labor with enterprisers in comparative-ad- 
vantage industriesi as well as the competition of the 
foreign producers, that prevents the profitable use of 
labor in industries in which there is no comparative 
advantage. The differences in money wages between 
countries indicate that some will have a comparative 
advantage in some lines of industry, while other coun- 
tries will have a comparative advantage in other lines. 
If the high-wage countries try to compete in lines in 
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which the low-wage countries have the comparative 
advantage they will always find that they are being 
undersold by “cheap labor.” Conversely, the low-wage 
countries, no matter how low the general level of wages, 
will find that they cannot meet the competition of high- 
wage countries in some lines. 

It is thus impossible for one country to undersell all 
others by lowering wages, or for a high-wage country 
to be undersold by other countries in all lines. There 
will always be differences in comparative efficiency in 
the production of different products, and if a nation 
engages in foreign trade at all it must be able to ex- 
port as well as import. The manner in which these 
adjustments are effected has already been pointed 
out in the discussion of the monetary mechanism of 
international trade. Moreover, as has been mentioned 
previously in the discussion of tariffs, the prevention 
of imports necessarily involves a reduction of exports; 
and a tariff, to the extent that it is effective, simply 
raises prices of specific goods to a point where it is 
possible for producers in those lines to offer high enough 
wages to bid labor away from employment in indus- 
tries of comparative advantage.’ It is clear, therefore, 
that instead of being a cause of our high standard of 
living, the tariff, to the extent that it has been effec- 
tive, prevents that standard from being as high as it 
otherwise would be, since the tariff penalizes our in- 
dustries of comparative advantage and thus reduces our 
per capita productivity. 

No one would attempt to deny that a specific indus- 

®See above, pp. 213-220. 
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try may be benefited by a subsidy. American industries 
that are imable to meet foreign competition because 
they are not in a position of comparative advantage 
may benefit from a protective tariff. But this is an 
entirely different proposition from asserting that the 
tariff raises our standard of living. The cost of the bene- 
fit consists of a less productive use of labor and re- 
sources, with the result that real incomes are lower. 
Anyone, even without a broad comprehension of the 
working of the economic system, can easily observe 
the benefit to a specific industry that may result from 
the tariff; but the fact that the community as a whole 
must pay the costs of this subsidy is not so apparent 
to the uninformed. 

It would have been a fine thing from the point of 
view of buggy manufacturers, for example, if a benevo- 
lent Uncle Sarn had decided to subsidize them when 
their business declined as a result of the popularity 
of the automobile. Similarly, many skilled workers 
would have been delighted with a subsidy whenever 
a new machine was introduced. It is even conceivable 
that we might still be using hand methods of produc- 
tion if the people as a whole had wished to pay the 
price of subsidizing them so highly that the competition 
of newer methods of production could have been over- 
come. Such a policy might have prevented occasional 
hardship and maladjustment, but would anyone argue 
that the American standard of living had been protected 
and raised by such a policy 

There may be sound social reasons for measures to 
prevent changes from imposing undue hardship on cer- 
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tain economic classes but, if change is prevented alto- 
gether, there can be no improvement. Thus a strong 
case could be made for a system of unemployment 
insurance, vocational re-education, and government em- 
ployment exchanges to prevent the maladjustments 
caused by new machine methods from working undue 
hardship on certain classes. These measures would also 
be an aid in mitigating the effects arising from a loss 
of comparative advantage or the reduction of tariffs. 
But, whereas measures of this kind would ease the pains 
of transition to a more efiEcient use of labor and re- 
sources, a prohibitive tariff operates to prevent entirely 
such an adjustment. 

No one would advocate abolishing all of our tariffs 
overnight, because the temporary maladjustments might 
cause serious hardship. But this is far from admitting 
the validity of the pauper-labor argument. There is 
every reason to believe that the abolition of tariffs would 
increase our standard of living, but this improvement 
could be effected with far less social cost if the transi- 
tion were made gradually. 


THE PROBLEM OF REDUCING 
TARIFFS 


It is very much to be doubted that the American 
tariff will ever be reduced significantly without a seri- 
ous reform in the way tariff laws are made. So long as 
Congress determines actual rates, the pressure of local 
self-interest will probably prevent the framing of a 
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rational tariff policy. The experience of the United 
States has shown that once various economic interests 
have become accustomed to tariff favors, it is extremely 
difficult to secure the reduction of specific rates. At 
the same time, there has been increasing public dis- 
satisfaction with our tariff policy. 

The Hawley-Smoot tariff of 1930 was one of the 
highest in history, and while it gratified many of those 
who enjoyed the protection on specific commodities, 
there was, none the less, a great deal of public criticism 
and protest. In part this came from certain groups like 
the farmers who had been given increased tariffs on 
agricultural products, but who found that their export 
markets were rapidly disappearing, while the fact that 
basic agricultural crops were on an export basis pre- 
vented them from realizing any appreciable advantage 
from the tariff on their products. Others were disturbed 
by the fact that the United States was now one of 
the great creditor nations of the world. As the United 
States was a creditor country, it ill became us to re- 
sist by higher tariffs an increase in imports arising from 
the payment of interest on our investments. For a while 
we maintained our exports by lavish lending abroad, 
but whenever these loans tapered off, there was a great 
influx of gold that was neither needed nor wanted 
by our banking and monetary authorities. On the 
contrary, the great influx of gold was subjecting the 
currency system of foreign countries to severe strain 
and making it increasingly difficult for them to main- 
tain the gold standard. In addition, our tariff increase 
was accompanied by retaliatory tariffs and by a 
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world-wide movement toward more restrictive trade 
policies. 

As the depression of the early 1930’s deepened, it was 
seen that our extremely high tariff was not only failing 
to maintain prosperity, but that the general movement 
toward a more intense economic nationalism and pro- 
tectionism was bidding fair to destroy international 
trade. As has been mentioned, the total foreign trade of 
the world decreased in value by two thirds between 1929 
and 1934. But more serious, from the point of view 
of the United States, was the fact that our own foreign 
trade decreased by more than three fourths. Whereas 
our foreign trade had amounted to about fourteen per 
cent of total world trade in 1929, by 1934 our share 
of world trade was only 9.5 per cent. This was by no 
means wholly attributable to tariffs, but they were un- 
doubtedly a major factor in both the decline of world 
trade and our own foreign trade. In any event, there 
have been signs of a revulsion against economic nation- 
alism on the part of a great many people, and at the 
present time there seems to be developing a movement 
toward the reduction of trade barriers which is gaining 
increased headway. 

THE TRADE AGREEMENTS ACT OF 1934 

The United States has taken the initiative in this 
movement by negotiating a series of reciprocal trade 
agreements for the mutual reduction of tariff duties. 
On June 30, 1934, Congress enacted a law authorizing 
the President to negotiate such agreements, and con- 
ferring upon him the power to reduce individual tariff 
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duties by an amount not to exceed fifty per cent. More- 
over, the Trade Agreements Act provides that any re- 
ductions of tariff duties thus made shall be applied not 
only to imports from the country signing an agree- 
ment, but to imports from all other countries as well, 
except that the President may refuse to extend the 
benefits of lowered duties to imports from those coun- 
tries that in his opinion are discriminating against 
the commerce of the United States. 

In other words, the intent of the law is to generalize 
reductions in duties. In negotiating agreements under 
this act it has been the policy of the administration to 
include an unconditional most favored nation clause. 
Such a clause means that the United States not only 
secures the benefits of the reduction in duties that a 
foreign nation makes as a bargaining quid pro quo in 
its trade agreement, but that in addition the United 
States shares in any subsequent reductions in tariffs that 
the foreign nation may grant to other foreign countries. 

The Determination of Individual Duties. While the 
trade agreements program is essentially a bargaining 
device for securing tariff reductions, it is also of sig- 
nificance as a device that transfers some of the control 
over individual tariff duties from Congress to the Presi- 
dent. It is true that the President cannot lower duties 
by more than fifty per cent, nor can he transfer com- 
modities between the dutiable and free lists, but within 
these limits he can determine individual rates. As has 
previously been noted, the power of Congress to de- 
termine individual tariff duties is a serious bar to any 
rational protectionist policy because of the unavoidable 
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lobbying and logrolling that results. We can no more 
expect a sensible determination of tariff duties under 
such a system than we could anticipate a reasonable 
railroad rate structure if Congress and not the Inter- 
state Commerce Commission had power over individual 
railroad rates. The present Trade Agreements Act miti- 
gates to some degree a thoroughly unsound procedure. 
Through the medium of agreements, actual rates can 
be determined within the limits indicated without the 
consent of Congress. 

Although interested parties are given an opportunity 
at public hearings to present their case, it is now pos- 
sible to give some consideration to national advantage 
rather than parochial self-interest. In the negotiation 
of the new trade agreements the United States Tariff 
Commission serves as a fact-finding body, and deci- 
sions as to the reduction of duties are based on broad 
considerations of policy rather than, as in the past, on 
group pressure. There are many tariff duties that can be 
considerably lowered without involving a serious dan- 
ger of even temporary maladjustment or unemploy- 
ment, and in general a policy has been followed of avoid- 
ing decreases in duties that would subject industries long 
sheltered by the tariff to rapid extinction by foreign com- 
petition. But if we are to gain concessions from for- 
eigners in order to enlarge our exports, we must also 
be willing to give something in return. If we wish to re- 
lieve the burden hitherto carried by our industries of 
comparative advantage, we cannot continue to protect 
the industries that have a disadvantage to the extreme 
degree that has been true in the past. The nature and 
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extent of the tariff reductions so far effected, however, 
would not appear to warrant a fear that the transition 
to a lower tariff is proceeding so rapidly as to consti- 
tute even a temporary threat to stability. 

Progress of the Trade Agreements Program. By the 
end of 1937 trade agreements had been negotiated with 
seventeen foreign nations. These were Cuba, Brazil, 
Belgium, Haiti, Sweden, Colombia, Canada, Honduras, 
Netherlands, Switzerland, Nicaragua, Guatemala, 
France, Finland, Costa Rica, El Salvador, and Ecuador. 
In addition, negotiations for a trade agreement with 
Czechoslovakia had been started, and the State Depart- 
ment had issued preliminary announcements that ne- 
gotiations with England, Turkey, and Venezuela were 
contemplated. The contemplated trade agreement be- 
tween England and the United States was being widely 
discussed in both countries. Apparently the program 
has been so judiciously administered that it has re- 
ceived widespread approval from practical business 
men.^ 

A large percentage of the foreign trade of the United 
States is with the nations that have signed or entered 
into negotiations for trade agreements. The various 
agreements do not necessarily involve a reduction of 
duties on all the commodities exchanged between the 
parties to the agreement, and it is very easy to exag- 
gerate the extent of the reductions effected. During the 
period of recovery following the 1930-1933 depression 

® Van Vlissengen, F. H. F., “The American Trade Agreements Pro- 
gram’ V World Trade (Journal of the International Chamber of Commerce), 
March-April, 1937, pp. 5-7. The program has also received the public 
endorsement of the United States Chamber of Commerce. 
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there was an increase in international trade and, as a 
consequence, an increase in the foreign trade of the 
United States. During the same period our foreign 
trade with nations that are parties to the new trade 
agreements increased more rapidly than our foreign 
trade with other nations. But regardless of immediate 
results, the program is significant as an indication of 
the willingness of many nations to halt and reverse the 
recent trend toward economic nationalism. A similar 
signpost pointing in this direction is the agreement for 
temporary stabilization of the exchange value of their 
currencies entered into by the United States, France, and 
the United Kingdom in October 1936. This agreement 
was accompanied by the abandonment by France of 
many of her rigid quota restrictions on imports. 

There is thus evidence of a strong current toward 
greater freedom of international trade. But this should 
not be taken to mean that there will be a scrapping of 
protectionism overnight by nations that have long be- 
come accustomed to protective tariffs. Moreover, with 
the world-wide tendency toward the control of eco- 
nomic life by government, it is illusory to anticipate a 
return to as great a freedom of trade as prevailed in the 
pre-war period. The present trend might easily be 
halted by a change of administration in the United 
States, by the spread of fascism among South American 
countries, or by war. Nevertheless, by the end of 1937 
there were indications of a recession from the extreme 
economic nationalism that prevailed during the early 
1930’s. 
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